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Introduction 



The Policy Committee of the Upper Midwest Regional Interstate Project 
saw a need to inform the SEAs concerning the implications of federal program 
Indirect Costs. The Indirect Cost Workshop was established to develop 
communication concerning the problems between the USOE, SEAs and several 
SEAs that have USOE - approved plans for Indirect Costs. The information 
gained through the workshop was to assist the SEAs in completing preparation? 
for their Indirect Cost System before the deadline of June 30, 1973* 
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Interstate Project Director 
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ICXIXUTIVE OFKICE OF THE PRESIDENT 
Bureau of the Budget 
VVashingrton, D.C. 20503 

May 9, 1968 CIRCULAR NO. A-S7 

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS 

SUBJECT: PiiiuMplcs (ov determining costs ai)p!Icable to grants and contracts with State 
and local governments 

1. Purpose, This Circuhir promulgates principles and standards for determining costs ap- 
plical)le to grants and contracts with State and local governments. They are designed to 
provide tho basis for a uniform approach to the problem of determining costs and to pro- 
mote eHiciency and bettor relationships between grantees and their Fedei'al counterparts. 

2. Covcragi , This Circular applies to all Federal agencies responsible for administering 
programs thai involve grants and contracts with State and local governments. However, 
it does not apply to grants and contracts with (a) publicly financed educational institu- 
tions subject to Bureau of the Budget Circular No. A--21, and (b) publicly owned hos- 
pit*'ils and other ])roviders of medical care subject to requirements promulgated by the 
sponsoring Federal agencies. Any other exceptions will be approved by the Bureau of the 
Budget in pii^-ticular cases where adequate justification is presented. 

3. Cost principles. The principles to be followed in determining costs are set forth in At- 
tachment A, Standards with respect to the allowability of selected items of cost are set 
forth in Attachment B, 

4. Effective date. The principles will be applied at the earliest practicable date but not 
later than January 1, 1969,* with respect to State governments and January 1, 1970, with 
respect to local governments. This arrangement will permit prompt Implementation in 
programs where that is possible^ but also allow time for study and development of neces- 
sary procedures in moie complex programs. 



PHILLIP S, HUGHES 
Acting Director 
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*The Bureau of the Budget has revised this dat« to July 1, 1969. 
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PRINCIPUCS FOR DKTICIiMIiWING 
COSTS APPLICAULE TO GRANTS AXD CONTRACTS 

WITH STATi^: AND LOCAL govi:rnml\\ts 



A. Purpose and scope, 

1. Objectives. This Attachment sets forth 
principles for determininjar the allowable costs 
of projarranis administered by State and local 
governments under grants from and con- 
tracts with the Federal Government. The 
principles are for the purpose of cost deter- 
mination and are not intended to identify 
the circumstances or dictate the extent of 
P^ederal and State or local participation in 
the financing of a particular grant. They are 
designed to provide that federally assisted 
programs bear their fair share of costs 
recognized under these principles, except 
where restricted or prohibited by law. No 
provision for profit or other increment above 
cost is intended. 

2. Policy guides. The application of these 
principles is ba.sed on the fundamental prem- 
ises that: 

a. State and local governments are re- 
sponsible for the efficient and effective ad- 
ministration of grant and contract programs 
through the application of sound manage- 
ment practices. 

b. The grantee or contractor assumes 
the responsibility for seeing that Federally 
assisted program funds have been expended 
and accounted for consistent with underlying 
agreements and program objectives. 

c. Each grantee or contractor organi- 
zation, in recognition of its own unique com* 
bination of staff facilities and experience, 
will have the primary re.sponsibility for em- 
ploying whatever form of organization and 
management techniques may be necessary to 
assure proper and efficient administration. 

3. A^rplication. These principles will be 
applied by all Federal agencies in determin- 
ing costs incurred by State and local govern- 
ments under Federal grants and cost reim- 



bursement type contracts (including sub- 
grants and subcontracts) except those with 
(a) publicly financed educational institutions 
subject to Bureau of the Budget Circular 
A-21, and (b) publicly owned hospitals and 
other providers of medical care subject to 
requirements promulgated by the sponsoring 
Federal agencies, 

B. Definitions. 

1. Approval or authorization of the QranU 
or Federal agency means documentation evi- 
dencing consent prior to incurring specific 
cost. 

2. Cost allocation Phn means the docu- 
mentation identifying, accumulating, and dis- 
tributing allowable costs under grants and 
contracts together with the allocation meth- 
ods used. 

3. Cost, as used herein, means cost as 
determined on a cash, accrual, or other basis 
acceptable to the Federal grantor agency as 
a discharge of the grantee's accountability 
for Federal funds. 

4. Cost objective means a pool, center, or 
area established for the accumulation of cost. 
Such areas include organizational units, func- 
tions, objects or items of expense, as well as 
ultimate cost objectives including specific 
grants, projects, contracts, and other ac- 
tivities. 

5. Federal ageyicy means any department, 
agency, commission, or instrumentality in 
the executive branch of the Federal Govern- 
ment which makes grants to or contracts 
with State or local governments. 

6. Grant means an agreement between 
the Federal Government and a State or local 
government w^hereby the Federal Govern- 
ment provides funds or aid in kind to carry 
out specified programs, services, or activities. 
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The pHncIplos and policies stated in this 
Circular as ai>plicablo to grants in general 
alsa apply to nny Fedcially sponsored cost 
reimbursement type of agreement performed 
by a State or iocal government, including con- 
tracts, subcontracts and subgrants. 

7. Grant }iroijyam moans those activities 
and operations of the grantee which are nec- 
essary to cari\v out the purposes of the grant, 
including any portion of the program fi- 
nanced by the grantee. 

8. G)antic means the department or agen- 
cy of State or local government which is 
responsible for administration of the grant, 

9. Local unit means any political subdi- 
vision of goverimient below the State level. 

10. Othrr State or local agencies means 
departments or agencies of the State or local 
unit which provide goods, facilities, and 
services to a grantee. 

11. Serrircs\ as used herein, means goods 
and facilities, as well as services. 

12. Supporting services means auxiliary 
functions necessary to sustain the direct 
effort involved in administering a grant pro- 
gram or an activity providing service to the 
grant program. These services may be cen- 
tralized in the grantee department or in 
some other agency, and include procurement, 
payroll, personnel functions, maintenance 
and operation of space, data processing, ac- 
counting, budgeting, auditing, mail and mes- 
senger service, and the like. 

C. Basic gitidclines, 

1. Factors affecting allowability of costs* 
To be allowable under a grant program, costs 
must meet the following general criteria: 

a. Be necessary and reasonable for 
proper and eflicient administration of the 
grant program, be allocable thereto under 
these principles, and, except as specifically 
provided herein, not be a general expense 
required to carry out the overall responsibili- 
ties of State or local governments. 

b. Be authorized or not prohibited un- 
der State or local laws or regulations. 



c. Conform to any limitations or ex- 
clusions set forth in these principles, Federal 
taws, or other governing limitations as to 
types or amounts of cost items. 

d. Be consistent with policies, regula- 
tions, and procedures that apply uniformly 
to both Federally assi.sted and other activities 
of the unit of government of which the 
grantee is a part. 

e. Be accorded consistent treatment 
through application of generally accepted ac- 
counting principles appropriate to the cir- 
cumstances, 

f. Not be allocable to or included as a 
cost of any other Federally financed program 
in either the current or a prior period. 

g. Be net of all appi.oable credits. 

2, Allocable costs, 

a. A cost is allocable to a particular 
cost objective to the extent of benefits re- 
ceived by such objective. 

b. Any cost allocable to a particular 
grant or cost objective under the principles 
provided for in this Circular may not be 
shifted to other Federal grant programs to 
overcome fund deficiencies, avoid restrictions 
imposed by law or grant agreements, or for 
other reasons, 

c. Where an allocation of joint cost 
will ultimately result in charges to a grant 
program, an allocation plan will be required 
as prescribed in section J, 

3. Applicable credits, 

a. Applicable credits refer to those 
receipts or reduction of expenditure-type 
transactions which offset or reduce expense 
items allocable to grants as direct or indirect 
costs. Examples of such transactions are: 
purchase discounts; rebates or allowances; 
recoveries or indemnities on losses; sale of 
publications, etjuipment, and scraj); income 
from personal or incidental services; and 
adjustments of overpayments or erroneous 
charges. 

b. Applicable credits may also arise 
when Federal funds are received or are avail- 
able from sources other than the grant pro- 
gram involved to finance operations or capital 
items of the grantee. This includes costs 



arising from tlic use o»' dct)i-cciation of items 
donated or linanccd by ihe Federal Govern- 
ment to fulfill matching requirements under 
another K^nnt program, These ty])e» of 
credits should likewise be used to reduce re- 
lated expenditures in determiiiinK the rates 
or amounts applicable to a given grant. 

D, Compositio7\ of cost, 

1. Total co,st. The total cost of a grant 
l)rogram is comprised of the allowable direct 
cost incident to its performance, plus its al- 
locable portion of allowable indirect costs, 
less applicable credits. 

2. Classification of coi^ts. There is no uni- 
versal rule for classifying certain costs as 
either direct or indirect under every ac- 
counting system. A cost may be direct with 
respect to some specific service or function, 
but indirect with res])ect to the grant or 
other ultimate cost objective. It is essential 
therefore that each item of cost be treated 
consistently either as a direct or an indirect 
cost. Specific guides for determining direct 
and indirect costs allocable under grant pro- 
grams are provided in the sections which 
follow. 

E. Direct cost$> 

1. General. Direct costs are those that 
can be identified specifically with a particu- 
lar cost objective. These costs may be charged 
directly to grants, contracts, or to other pro- 
grams against which costs are finally lodged. 
Direct costs may also be charged to cost ob- 
jectives used for the accumulation of costs 
pending distribution in dud course to grants 
and other ultimate cost objectives, 

2. Application, Typical direct costs 
chargeable to grant programs are: 

a. Compensation of employees for the 
time and effort devoted specifically to the 
execution of grant programs, 

b. Cost of materials acquired, con- 
sumed, or expended specifically for the pur- 
pose of the grant. 

c. Equipment and other approved cap- 
ital expenditures. 



d. Othei* items of expense incurred 
specifically to carry out the grant aKireoment. 

0, Services furnished specifically for the 
grant ))rograni by other agencies, provided 
such charges are consistent with criteria out- 
lined in Section G. of these principles. 

t\ Indirect costs. 

1. General, Indirect costs are those (a) 
incurred for a common or joint purpose 
benefiting more than one cost objective, and 
(b) not readily assignable to the cost objec- 
tives specifically benefited, without effort dis- 
proportionate to the results achieved. The 
term ^'indirect costs, as used herein, applies 
to costs of this type originating in the 
grantee department, as well as those in- 
curred by other departments in supplying 
goods, services, and facilities, to the grantee 
department. To facilitate equitable distribu- 
tion of indirect expenses to the cost objec- 
tives served, it may be necessary to establish 
a number of pools of indirect cost within a 
grantee department or in other agencies pro- 
viding services to a grantee department. In- 
direct cost pools should be distributed to 
benefiting cost objectives on bases which 
will produce an equitable result in considera- 
tion of relative benefits derived. 

2. Grantee departmental indirect coHs. 
All grantee departmental indirect costs, in- 
cluding the various levels of supervision, are 
eligible for allocation to grant programs pro- 
vided they meet the conditions set forth in 
this Circular. In lieu of determining the 
actual amount of grantee departmental in- 
direct cost allocable to a grant program, the 
following methods may be used: 

a. Predetermined fixed rates for in" 
direct costs. A predetermined fixed rate for 
computing indirect costs applicable to a 
grant may be negotiated annually in situa- 
tions where the cost experience and other 
pertinent facts available are deemed sufiTicient 
to enable the contracting parties to reach an 
informed judgment (1) as to the probable 
level of indirect costs in the grantee depart- 
ment during the period to be covered by the 
negotiated rate, and (2) that the amount 
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allowabli* nmhv [he prodctcnuinod 
NVouUl not o\(iH'(l arUiiil indii-ect costs, 

b. S\v(iti(ttnl ionip .sum for orrrhaaL 
A neKolialed WwA atnoiuil in lieu of indirect 
costs may \)q appropriate under circum- 
stances where ttie benefits derived from a 
jrrantee dei>artment's indirect sei\ices can- 
not be readily determined as in the case of 
small, self-contained or isoh\led activit.w 
When this method is used, a determination 
should be made that tlie amount negotiated 
will be ap[)roximately the same as the actual 
indirect cost that may be incurred. Such 
amounts negotiated in lieu of indirect costs 
will be treated as an offset to total indirect 
expenses of the grantee department before 
allocation to I'emaining activities, The base 
on which such I'emai ling ex!)enses are allo- 
cated should be approiiviately adjusted. 

3. Linniation o)i iudirvct costs. 

a. Federal grants may be subject to 
laws that limit the amount of indirect cost 
that may be allowed. Agencies that sponsor 
grants of this type will establish procedui'es 
which will assure that the amount actually 
allowed foi- indirect costs under each such 
grant does not exceed the maximum allow- 
able under the statutory limitation or the 
amount otherwise allowable under this Cir- 
cular, whichever is the smaller. 

b. When the amount allowable under 
a statutory limitation is less than the amount 
otherwise allocable as indirect costs under 
this Circular, the amount not recoverable as 
indirect costs under a grant may not be 
shifted to another Federally sponsored grant 
program or contract. 

G. Cost incurred by agencies other than the 
grantee. 

1. General The cost of service provided 
by other agencies may only include allowable 
direct costs of the service plus a prorata 
share of allowable supporting costs (section 
B.12.) and supervision directly required in 
performing the service, but not supervision 
of a general nature such as that provided 
by the head of a depai-tment and his staff 
assistants not directly involved in operations. 



lIo^vt'Vl'l^ sti))(>rvision by the head of a de- 
partment 01' agency whose sole function is 
providing the service furnl.slie l would be an 
eligible /.ost. Supporting costs 'acludc those 
furnished by other units of the supplying 
department oi* l>y other agencies. 

2. Alternative methods of determining 
indirvvt cost. In lieu of determining actual 
i!\direct cost related to a particular service 
furnished by another agency, either of the 
following alternative methods may be used 
provided only one method is used for a spe- 
cific service during the fiscal year involved. 

a. Standard indirect rate. An amount 
equal to ten percent of direct labor cost in 
providing the sen'ice performed by another 
State agency (excluding overtime, shift, or 
holiday premiums and fringe benefits) may 
be allow^ed in lieu of actual allowable in- 
direct cost for that service. 

b. Predetermined fixed rate. A prede- 
termined fixed rate for indirect cost of the 
unit or activity providing service may be 
negotiated as set forth in section F.2.a. 

H. Cost incurred by grantee department for 
others. 

1. General. The principles provided in 
section G. will also be used in determining 
the cost of services provided by the grantee 
department to another agency. 

J. Cost allocation plan. 

1. General. A plan for allocation of costs 
will be required to support the distribution 
of any joint costs related to the grant pro- 
gram. All costs included in the plan will be 
supported by formal accounting records 
which will substantiate the propriety of 
eventual charges. 

2. Rcquire^nevts. The allocation plan of 
the grantee department should cover all joint 
costs of the department as well as costs to 
be allocated under plans of other agencies 
or organizational units which are to be in- 
cluded in the costs of Federally sponsored 
programs. The cost allocation plans of all 
the agencies rendering services to the 



frrantee doinutntonl, (o the extent fciisil)lo, 
{^iKUild bo prcscntod in a i^iny:lc ilocmnent. 
11ie allncatioii plan should contain, luit not 
necessarily bo limilo<i to, tlie follouin^^: 

a. The natnre anti extent of services 
provided and Iheir relevance to the Federally 
sponsored programs. 

b. The items of expense to be included. 

c. The methods to be used in distribut- 
ing cost. 

3. Approval of cost allocntion plan. The 
allocation plan for a gfiven cost area or ob* 
jeetive will seive alt the Federal ageiicies in- 
volved. 

a. At the State level, the Department 
of Health, Education, and Welfare will be 
responsible for the negotiation and approval 
of the cost allocation plans for central sup- 
port services to grant programs. The ap- 
proved plans will be accepted by other Fed- 
eral agencies, unless an agency determines 
that the approved plan would result in sig- 
nificant inequitable or improper charges to 



programs for which it is resprinsible. The 
bejiarlment of Health, Kducalion, and Wel- 
fare will collaborate with the (dhor Federal 
agencies concerned in the development of 
guichuu'o material concerning the cost allo- 
cation |)Ian and in the negotiation and ap- 
proval of the plan. It will also collaborate 
with the States concerning i)rocedures for 
the udmi!iistration of the cost allocation 
plan. The Department of Health, Education, 
and Welfare will be responsible for the audit 
of costs resulting from the cost allocation 
plan, the results of which will be accepted 
by other Federal agencies, 

b. At the grantee department level in 
a State, and for local governments, Federal 
agencies will work towards the objective of 
designating a single Federal agency, the one 
with predominant interest, which will have 
responsibility similar to that set forth in a» 
above for the negotiation and approval Of 
the cost allocation plan and for the audit of 
costs. 
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ATTACHMENT B 
Circular No. A-«7 



STANDARDS FOR SELECTED ITEAtS OF COST 



A. Purpose and applicability, 

1. Objective. This Attachment provides 
standards for determining the allowability 
of selected Items of cost. 

2. Ap})licatio>}. These standards will ap- 
ply irrespective of whether a particular item 
of cost is treated as direct or indirect cost. 
Failure to mention a particular item of cost 
in the standards is not intended to imply 
that it is either allowable or unallowable, 
rather determination of allowability in each 
case should be based on the treatment of 
standards provided for similar or related 
items of cost. The allowability of the selected 
items of cost is subject to the general pol- 
icies and principles stated in Attachment A 
of this Circular. 

B. Allowable costs, 

1. Accounting. The cost of establishing 
and maintaining accounting and other in- 
formation systems required ifor the manage- 
ment of grant programs is allowable. This 
includes cost incurred by central service 
agencies for these purposes. The cost of 
maintaining central accounting records re- 
quired for overall State or local government 
purposes, such as appropriation and fund 
accounts by the Treasurer, Comptroller, or 
similar officials, is considered to be a general 
expense of government and is not allowable, 

2. Advertising. Advertising media in- 
cludes newspapers, magazines, radio and 
television programs, direct mail, trade 
papers, and the like. The advertising costs 
allowable are those which are solely for: 

a. Recruitment of personnel required 
for the grant program. 

b. Solicitation of bids for the procure- 
ment of goods and sei-vices required. 

c. Disposal of scrap or surplus mate- 
rials acquired in the performance of the 
grant agreement. 



d. Other purposes specifically provided 
for in the grant agreement. 

3. AdvisOi-y couyicits. Costs incurred by 
State advisory councils or committees estab- 
lished pursuant to Federal requirements to 
carry out grant programs are allowable. The 
cost of like organizations is allowable when 
provided for in the grant agreement 

4. Audit service. The cost of audits neces- 
sary for the administration and management 
of functions related to grant programs Is 
allowable. 

5. Bonding. Costs of premiums on bonds 
covering employees who handle grantee 
agency funds are allowable. 

e. Budgeting. Costs incurred for the de- 
velopment, preparation, presentation, and 
execution of budgets are allowable. Costs for 
services of a central budget office are gen- 
erally not allowable since these are costs of 
general government. However, where em- 
ployees of the central budget office actively 
participate in the grantee agency's budget 
process, the cost of identifiable services is 
allowable. 

7. Building lease management. The ad- 
ministrative cost for lease management 
w^hich includes review of lease proposals, 
maintenance of a list of available property 
for lease> and related activities is allowable. 

8. Central stores. The cost of maintain- 
ing and operating a central stores organiza- 
tion for supplies, equipment, and materials 
used either directly or indirectly for grant 
programs is allowable. 

9. Communications, Communication costs 
incurred for telephone calls or service, tele- 
graph, teletype service, wide area telephone 
service (WATS), centrex> telpak (tie lines), 
postage, messenger service and similar ex- 
penses are allowable. 
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10« Compi nsudtni for personal .s'crr/Vf 

a. Gvncral. CoJniiensation for poisunal 
services includes all remuneration, \)M cui - 
rently or aicriici), t'ov se) vices rendered (Inl- 
ine the i)erioil of jifniorniance under the 
grant aKreenient, inchulinK but nut neces* 
sarily limited to \vaKes» salaries, and siiji- 
ptenientary conn^ensalion and benefits (sec- 
lion B.13. ). Tlie c(»s(s of sucli compensation 
are allowable to the extent that total com- 
pensation for indiviftua! employees: (1) is 
reasonable for the services rendered, {2) 
follows an apiiointment made in accordance 
with State or tot-al K^>vernnient laws and 
rules and which meets Federal merit sys- 
tern or other reciuirements, where applicable: 
and (3) is determined and su|)i)orted as pro- 
vided in h. below. Compensation for em- 
ployees eiiKaKcd in Fe<lerally assisted activ- 
ities will be considered reasonable to the 
extent that it is consistent with that paid for 
similar wo)'k in olhei' activities of the State 
or local government. In cases where the kinds 
of employees required for the F\Hlerally as- 
sisted activities are not found in the other 
activities of the State or local government, 
compensation will be considered reasonable 
to the extent that it is comparable to that 
paid for similar work in the labor market in' 
which the employing g^overimient competes 
for the kind of em]doyees involved. Com- 
pensation surveys providing data representa- 
tive of the labor market involved will be an 
acceptable basis for evaluating reasonable- 
ness. 

b. Payroll and distribution of time. 
Amounts charged to grant programs for per- 
sonal services, regardless of whether treated 
as direct or indirect costs, will be based on 
payrolls documented and approved in ac- 
cordance with generally accepted practice of 
the State or local agency. Payrolls must be 
suppoi ted by time and attendance or equiva- 
lent records for individual employees. Sal- 
aries and wages of employees chargeable to 
more than one grant program or other cost 
objective will be supported by appropriate 
time distribution records. The method used 
should produce an equitable distribution of 
time and effort. 



11. Dcpycviofion and nse allowances. 

a. (Irantces may be compensated for 
the use of buildhigs, caintal improvements, 
and etiuipment through use allowances or 
ilei)rcciation. Tse allowances ai'o the means 
of j)r<ividlng compensation in lieu of depre- 
ciation iW other ec;uivalent costs. However, 
a combination of tlie two methods may not 
be used in connection with a single class of 
fixed assets. 

b. The computation of depreciation or 
use allowance will bo based on ac(juisition 
cost. Where actual cost records have not 
been maintained, a reasonable estimate of 
the original ac(iui.sition cost may be used in 
the computation. The computation will ex- 
clude the cost or any portion of the cost of 
buildings and equii)ment donated or borne 
directly or indirectly b.\ the Federal Govern- 
ment through charges to Federal grant pro- 
grams or otherwise, irrespective of where 
title was originally vested or where it pres- 
ently resides. In addition, the computation 
will also exclude the cost of land. Deprecia- 
tion or a use allowance on idle or excess faci- 
lities is not allowable, except when specific- 
ally authorized by the grantor Federal 
agency, 

c. Where the depreciation method is 
followed, adequate i)roperty records must be 
maintained, and any generally accepted 
method of computing depreciation may be 
used. However, the method of computing de- 
preciation must be consistently applied for 
any specific asset or class of assets for all 
affected federally si)onsored programs and 
must result in equitable charges considering 
the extent of the use of the assets for the 
benefit of such programs. 

d. In lieu of depreciation, a use allow- 
ance for buildings and improvements may 
be computed at an annual rate not exceeding 
two percent of acquisition cost. The use 
allowance for equipment (excluding items 
properly capitalized as building cost) vvill 
be computed at an annual rate not exceeding 
six atid two-thirds percent of acquisition 
cost of usable equipment. 

e. No depreciation or use charge may 
be allowed on any assets that would be con- 



as i'lilly iK'prorinlrd, proviilod, ))i)\v. 
v\v\\ thill roasonabU* iiso rhar^ts may be 
noKotinte*! Un any siuli {issols if wanaiited 
at'lor taking' into coiisidoralioii tlu» (i)sl of 
Uio fiu-ilily (tr iliin involved, llio ostimaled 
Useful life reniainiiiK at time of iieK4^liatioii. 
tlie effect of any increased mainleinmcc 
char>?es or deeieased eilitiency due to a^Ot 
and any other factors pertinoJit to the util- 
isation of the facility or item for the ))uri)ose 
contom plated, 

12. Dishtirsinu tfcnicr, Tlie cost of dis- 
bursin^r ^I'ant program funds by the Treas- 
urer or other desi^^nated otliccr i.s allowable. 
Disbursing services covei- the ])rocessing of 
checks or \va!'rant.s, from preparation to 
redemption, inchidiuK the necessary records 
of accountability and reconciliation of such 
records with related cash accounts. 

13. Employee frimjv boN'/Us, Costs iden- 
tified under a. and b. below are allowable t(; 
tlie extent that total compensation for em- 
ployees is reasonable as defined in section 
B.IO. 

a. Eni])loyee benefits in the form of 
resjuiar compensation paid to employees 
during periods of authorized absences from 
the job, siiclj as for annual leave» sick leave, 
court leave, military leave, and the like, if 
they are: (1) provided pursuant to an ap- 
proved leave system, and (2) the cost thereof 
is equitably allocated to all related activities, 
including grant programs. 

b. Employee benefits in the form of 
employers' contribution or expenses for social 
security* employees' life and health insur- 
ance plans, uneniidoyment insurance cover- 
age, workmen's compens^jtion insurance, 
pension plans, severance pay, and the like, 
provided such benefits are giiinted under 
approved plans and are distributed e(iuitably 
to grant programs and to other activities. 

11. Kmployvc uiondv, health (i))d nrlfarv 
costs. The costs of health or first-aid clinics 
and or infirmaries, reci'cational facilities, 
employees' counseling services, emp](»yee in- 
formation publications, and any related ex- 
penses incurred in accordance with K^neral 
State or local policy, are allowable. Income 



generated from any of these activities will 
l)e oll'set ajiaiiist expenses. 

15, Kxhitiits, Costs of exhibits relating 
specifically to the grant programs are allow- 
able. 

10. Lctjal f //Jf/Kscs. Tho cost of legal ex- 
penses reciuired in the administration of 
grant programs is allowable. I^gal services 
furnished by the chief legal oflicer of a State 
or local government or his staff solely for 
the ))Urpose of discharging his general re- 
sponsibilities as legal officer are unallpwable. 
Legal expenses foi* the prosecution of claims 
against the Federal Government are un- 
allowable. 

17. Maintenarice and repair. Costs in- 
curred for necessary maintenance, repair, 
or upkeep of property which neither add to 
the ]>ermanent value of the property nor ap- 
preciably ])rolong its intended life, but keep 
it in an eilkient o])erating condition, are 
allowable* 

18. Materials and supplies. The cost of 
materials and supplies necessary to carry 
out tlie grant programs is allowable. Pur- 
chases made specifically for the grant pro- 
gram should be charged thereto at their 
actual prices after deducting all cash dis- 
counts, trade discounts, rebates, and allow- 
ances received by the grantee. Withdrawals 
from general stores or stockrooms should 
be charged at cost under any recognized 
method of pricing consistently applied. In- 
coming transportation charges are a proper 
part of material cost. 

19. Memberships, snbscriptio7is and pro- 
fessional activities. 

a. Memberships. The cost of member- 
shij) in civic, business, technical and profes- 
sional organizations is allowable provided: 
(1) the benefit from the membership is re- 
lated to the grant program, (2) the expendi- 
ture is for agency membership, (3) the cost 
of the membership is reasonably related to 
the value of the services or benefits received, 
and (-1) the expenditure is not for member- 
ship in an organization which devotes a sub- 
stantial part of its activities to influencing 
legislation. 
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b. RcfiYcuve material. The cost of 
books, and subscriplions to civic, business, 
professional and teclinical periodicals is al- 
lowable when related to the grant program* 

c. M( ( fitiff,^ and ( (tufcrou'Cit, Costs are 
allowable when the primary purpose of tlio 
meeting is the dissemination of technical in- 
formation relating to the grant program 
and they are consistent with regular prac- 
tices followed for otlier activities of the 
grantee. 

20. Motor pools. The costs of a service 
organization which provides automobiles to 
user grantee agencies at a mileage or fixed 
rate and or provides vehicle maintenance, 
inspection and repair services are allowable. 

21. Payroll preparation. The cost of pre- 
paring payrolls and maintaining necessary 
related wage records is allowable. 

■ 2\L PvrsoHNcl udtuiinst ration. Costs for 
the recruitment, examination, certification, 
classilication, training, establishment of pay 
standards and related activities for grant 
programs, are allowable. 

23. PrhitiUf/ and n jvodnctmn. Cost for 
printing and rej^'oduction services necessary 
for grant administration, including but not 
limited to forms, reports, manuals, and in- 
foi'mational literature, are allow^able. Publi- 
cation costs of repoils or otlier media relat- 
ing to grant program accomplishments or 
results arc allowable when provided for in 
the grant agreement. 

21. Procurement service. The cost of pro* 
curement service, including solicitation of 
bids, preparation and award of contracts, 
and all phases of contract administration in 
providing goods, facilities and services for 
grant programs, is allowable. 

25. Taxes. In general, taxei: or payments 
in lieu of taxes which the grantee agency is 
legally required to pay are allowable, 

26. Training and education. The cost of 
in-service training, customarily provided for 
employee development which directly or in- 
directly benefits grant programs is allowable. 
Out-of- service training involving extended 



periods of time is allowable only when spe- 
cifically authorized by the grantor agency. 

27. Tnin.^ipoctation. Costs incurred for 
freights cartage, express, postage and other 
transportation costs relating either to goods 
purchased, delivered, or moved from one 
location to another are allowable. 

28. Trarel. Travel cosLs are allowable for 
expenses for transportation, lodging, sub- 
sistence, and related items incurred by em- 
ployees who arc In travel status on official 
business incident to a grant program. Such 
costs may be charged on an actual basis, on 
a per diem or mileage basis in lieu of actual 
costs incurred, or on a combination of the 
two, provided the method used is applied to 
an entire trip, and results in charges con- 
sistent with those normally allowed in like 
circumstances in nonfederatly sponsored ac- 
tivities. The (iilference in cost between first- 
class air accommodations and less-than-ftrst- 
dass air accommodations is unallowable ex- 
cept when le.<s4han-fhst-class air accommo- 
dations are not reasonably available. 

C. Costs {dloivablv with approval of grantor 
agency. 

1. Anfoniaiic d(fta processing. The cost of 
data processing services to grant programs 
is allowable. Tliis cost may include rental of 
equipment or deiireciation cn grantee-owned 
equii)ment. The acquisition of equipment, 
whether by outright purchase, rental-pur- 
chase agreement or other method of pur- 
chase, is allow^abie only upon specific ])rior 
approval of the grantor Federal agency as 
provided under the selected item for capital 
expenditures. 

2. Building space and related facilities. 
The cost of space in privately or publicly 
owned buildings used for the benefit of the 
grant program is allowable subject to the 
conditions stated below. The total cost of 
space, whether in a privately or publicly 
owned building, may not exceed the rental 
cost of comparable space and facilities in a 
privately owned building in the same local- 
ity. The cost of space procured for grant 



pioK'ram usa^ro nvxy not ho clini^od lo the 
proKvam for iinriods of nonuecupancy, with- 
oul authorization ol the Krantor Pedciol 
a^t^ncy. 

a. Reriial cost. The rental cost of space 
in a privately owned building is allowable. 

b. Maintenaure and opcratio)}. The cost 
of utih'tics, insurance, security, janitorial 
services, elevator service, upkeep of grounds, 
normal repairs and alterations and the like, 
are allowable to tlie extent they are not 
otiierwise included in rental or other charges 
for space, 

c. Rearrangements and alterations. 
Cost incurred ior rearrangement and altera- 
tion of facilities required specifically for the 
grant program or those that materially in- 
crease the value or useful life of the facil- 
ities (section are allowable when 
specifically approved by the grantor agency. 

d. Depreciation and use allowances on 
publicly owned buildings. These costs are 
allowable as provided in section B.ll. 

e. Occupancy of space under rental- 
purchase or lease with option-to-purchase 
agreement. The cost of space procured under 
such arrangements is allowable when specifi- 
cally approved by the Federal grantor 
agency. 

3. Capital expenditures. The cost of fa- 
cilities, equipment, other capital assets, and 
repairs which materially increase the value 
or useful life of capital assets is allowable 
when such procurement is specifically ap- 
proved by the Federal grantor agency. When 
assets acquired with Federal grant funds are 
(a) sold, (b) no longer available for use in 
a federally sponsored program, or (c) used 
for purposes not authorized by the grantor 
agency, the Federal grantor agency's equity 
in the asset will be refunded in the same 
proportion as Federal participation in its 
cost. In case any assets are traded on new 
items, only the net cost of the newly ac- 
quired assets is allowable. 

4. Insurance and indnnnification, 

a. Costs of insurance required, or ap- 
proved and maintained pursuant to the grant 
agreement, is allowable. 



b. Costs of other Insur;incr i)) connec- 
tion with the general conduct of activities 
is allowable subject to the following limita- 
tions: 

(1) Types and extent and cost of 
coverage will be in accordance with general 
State or local government policy and sound 
business practice. 

(2) Costs of insurance or of con- 
tributions to any reseiTe covering the risk 
of loss of, 01' damage to. Federal Govern- 
ment property is unallowable except to the 
extent that the grantor agency has specifi- 
cally required or approved such costs, 

c. Contributions to a reserve for a self- 
insurance program approved by the Federal 
grantor agency are allowable to the extent 
that the type of coverage, extent of coverage, 
and the rates and premiums would have been 
allowed had insurance been purchased to 
cover the risks. 

d. Actual losses which could have been 
covered by permissible insurance (through 
an approved self-insurance program or 
otherwise) are unallowable unless expressly 
provided for in the grant agreement. How- 
ever, costs incurred because of losses not 
covered under nominal deductible insurance 
coverage provided in keeping with sound 
management practice, and minor losses not 
covered by insurance, such as spoilage, 
breakage and disappearance of small hand 
tools which occur in the ordinary course of 
operations, are allowable. 

e. Indemnification includes securing 
the grantee against liabilities to third per- 
sons and other losses not compensated by in- 
surance or otherwise. The Government is 
obligated to indemnify the grantee only to 
the extent expressly provided for in the 
grant agreement, except as provided in d. 
above. 

5. Management studies. The cost of man- 
agement studies to improve the effectiveness 
and efficiency of grant management for on- 
going programs is allowable except that the 
cost of studies performed by agencies other 
than the grantee department or outside con- 
sultants is allow^able only w^hen authorized 
by the Federal grantor agency. 
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6. Preagrvemcut costs. Costs incurred 
prior to the efTective date of the grant or 
contract, whether oi* jiot they would have 
been allowable thereunder if incurred after 
such date, are allowable when si^eoSfically 
provided for in the grant agreement. 

7. Professional services. Cost of profes- 
sional services rendered by individuals or 
organizations not a i)arl of the grantee de- 
partment is allowable subject to such prior 
authorization as may be required by the 
Federal grantor agency* 

8. Proposal costs. Costs of preparing pio- 
posals on potential Federal Government 
grant agreements are allowable when specif- 
ically pi'ovided for in the grant agreement. 

Unallowable costs, 

1. Had debts. Any losses arising from 
uncollectible accounts and other claims, and 
related costs, are unallowable. 

2. Contingrncies. Contributions to a con- 
tingency reserve or any similar provision for 
unforeseen events are unallowable, 

3. Contributions and donations. Unallow- 
able. 

4. FJntcrtainment. Costs of amusements, 
social activities, and incidental costs relating 
thereto, such as meals, beverages, lodgings, 
rentals, transi)ortation, and gratuities, are 
unallowable. 



5. Fines and penalties. Costs resulting 
from violations of, or failure to comply with 
Federal, State and local laws and regulations 
are unallowable. 

6. Govcrnor*s expenses, The salaries and 
expenses of the Oflice of the Governor of a 
State or the chief executive of a political sub- 
division are considered a cost of general 
Stiite or local government and are unallow- 
able. 

7. Interest and other finanml costs. In- 
terest on borrowings (however represented), 
bond discounts, cost of financing and refi- 
nancing operations, and legal and profes- 
sional fees paid in connection therewith, are 
unallowable except when authorized by Fed- 
eral legislation. 

8. Legislative expenses. Salaries and 
other expenses of the State legislature or 
similar local governmental bodies such as 
county supervisors, city councils, school 
boards, etc., whether Incurred for purposes 
of legislation or executive direction, are un- 
allowable, 

9. Underrecovtri; of costs under grant 
agreements, Any excess of cost over the 
P^ederal contribution under one grant agree- 
ment is unallowable under other grant agree- 
ments. 
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APPENDIX 2 
SAMPLE COST ALLOCATION PLAN FORMATS 



1. Indirect Cost Proposal (Grantee Department) Page 

Exhibit A-Short Method 20 

Exhibit B-Slopllfied Method 22 

Exhibit C-Multlple Rate Method 24 

2, Consolidated State-Wide Cost Allocation Plan 

Exhibit D- Summary of Plan 27 

Exhibit E-Sample Agency Plan (Centralized 

Purchasing Services) 28 
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DKSCUIPTION OF KXHIBIT A 

Kxhihil A illustrates the dislribulioii of Doitaitmunlal Costs into the categories (I) In* 
(liroit Costs a\u\, ('2) K\)>oiuliliiros For All 'Hlier l^a'])Oscs, after eliminating costs for Ex- 
clusions ami l Aiiiniditiiros Xoi All()\val)U\ sucli as capital expenditures. Under the short 
method of l"Alul»it A, \s hero indirect costs cannot he identified at the Division or Bureau 
level, all co.^ls ar»^ tronte<l as <li)vcl costs. The sin)|}li!iod method of Kxhibit B may be used 
where iudiuM t c.)sts at the Division or Bureau level can be identified. 



KXHIBIT A 

SAMI'I.K INUIUKCT COST I'KOPOSAL FOKMAT-SKORT METHOD' 
STATK X 
liy.VAHTMF.ST OF UBAUTll 
you. XnK YKAh KNDKD JUNE SO, 19... 



Costs Iti' 
cur red Dy 
0lh€r State 
Agenctej 



D«;paitmenta^ CosU <c) 



Kxcluaioni 



tures Not 
Aiiowabte 
(b» 



Indirect 
CosU 



E)ipenditur«« 
For AO Other 
PurpoMt 



Krvijon<«enUl HcBillh 
MaUinal and ChiU Heakh 
Oicupalicma! lloallh 
Chujnii: Diseases 
Vital Statisticii 
C'levtintable Oi'^ra-tes 
S«]j<l Waste Disikosal 
Dti.tal Health 

(;l'anl^ and Subsidies to Loettitlea 



pi p(irttnvrft<il Indirect CoBt* 

Office of the Conimtssioner 

Financial Manajjement 

operation and Maintenance of Plant 

Admini^ttative Services 

Knuirrnerl Use Charges 

Bui]<lii>g Use Charirea 

Total Depavtmerta! Costs (d) 
Srrvirci Furnishrd (But Sot Billed) 
tilt Other Slate Affcneiet {«) 

At'countlrg Services 
Personnel AdmlnUtratfon 
CentrjMzed Purchaslngr 



122,500,000 



$150,000 
40.000 
6,000 
27.000 
IS.OOO 
10.000 
102,000 
3,000 



13.91 1. 000 
6.197,000 
2S7.000 
3,676,000 
2,eS0.000(f) 
450,000 
971,000 
415,000 



$22.5U0,000 



S3S3,000 



$18,496,000 



$2Sd,l00 
235,600 
895.900 
126^400 
96,300 
157.600 



$22,500,000 ISS3.000 



$86,000 
9,000 
21,000^ 

$116,000 



$1,799,900 



S6,000 
9.000 
21.000 



$18,496,000 



$22,600.000 



$353,000 



$1.915,900 



|i8.406,000 



ToU] 



|4.l$l,0O0 
6,237,000 
293,000 
3,602.000 
2,646.000 
460,000 
1,073,000 
418,0^ 
22,600.000 



$41,849,000 



1288.100 
235.600 
896.900 
]26«40& 
96,300 
167,660 



$43,148,900 



86,000 
9,000 
21,000 



$48.264.900 



EXHIBIT A— tiplanatorjr Notea 



(a) In this examjile. it in nj«:«iimif1 thai Jfiant* and subsidies to 
Irwulirits Ju md; vnfi^ii*:nv .\fid flo not trmttnte fii>. 

lurifflr.! .Ill Mi uh! L'j lri<!irnl n^s'*. Houvvcv. if thp 
jrijsnttr ir. uj> : sivMifraTt pn.oiu! of »!ijcil nnd/or in- 
fUit"! r..s'.^ in aiTniinistcunp' thr ^rip.nti r,n«1 subsidies to 
loi-alitir-4. titin 'his funcUou shoih! >>e asMSS'd for iu 
vriiiisillc shftv» t f ihose «osH. 

U3> The E\pendituns Allowable represent costa of capital 

exr editinr< '^ml rthrr co%U whlrh are unallowable fn accord- 
ance with the rn^t inin.^U^leH and should be excluded from 
the c()mi>iit;»t-i.r of ihr imliirc t ro<t rkte. However, indirect 
ro«it< shouM hi> a'i^^ aUsl tn Expenditures Not Allowable for 
those cMekMiturcs thAt either Kererated ov hentfitrd fr^m 
the Iriflikef t cimts vih'^ie the dulhi effect h sufficiently mate- 
tinJ to waimnt 5»rh alforation. 

(r> Un.'er th^^ shi it rm> r d. a rlett vmirition Is fivst made a% la 
whkh funrlidns Mr direct fun. lions (ilhi^tinted under the 



hpa»1insr O^vfsions Uureau?) and which functions are indtre«t 
fivnctiuns (illustrated under the heading Department^] In- 
direct ClsIs). Within the headinB Divisions/ Bureaus, all 
costs are treated as direct costj» since Indirect «08ta eannot 

be Identified. 

<dj Total Departmental CosU should be reconciles) to and ftc- 
companjed by a copy of the financial itaiementa of the 
Krantee agency. 

(e) The co^ta of Services Furnished (ISul Not Billed) By Other 
State Ajtencies must be In agreement with the amount* 
shown on the Consolidated State-WMe Coat AUocatfon Plan— 
Exhibit D, In this il^u.stration. costa of $116,000 allocated 
from the Consotidaled State-Wide Coat Allocation Plan 
represent costs that are allocable to the entire Deparimtnt, 

if I Thts amount includes $53,000 for data proceaaJnB Service* 
Furnished (And Billed) By Other State Agenctea for pro- 
fframs within the Division of ViUl SUtistics. Se« Exhibit D. 



•ThU i!* a sampN" utAy .-^nd in lol intended to picscribr mt'lh'vlH of rharginj? oosU. Amounts may be rounded oft to the nearest $100. 



DKSCRIPTION OF EXHIBIT A-1 



The totals from Kxhibit A arc brought forward to this KjchibiL This indirect cost rate 
is exprOiised as a percentage resulting from the ratio of allowable indirect costs (?1»916,900) 
to allowable expenditures for all other purposes? ($18,106,000). In the example set forth in 
Exhibit A, this produces an indirect cost rate of 10.1 applicable to total direct coslsi less 
capital ext)endltures. 



CXHLBtT A-1 



SAMPLE INDIRECT COST KATE PROPOSAL fORMAT-SHORT MBTHOD" 

STATE X 
DEPARTMENT OF HEALTH 
rOR THE YEAR ENDED JUNE S0« \9., 



tnd Cxp^oditurei IndlMct for AU 

TotAi Nat Anoy>>!e CoiU Other Purpot<t 



TOTALS (Bjiklblt A) t43.264.^00 |22,8$8,O0Q H.915.900 HMM.OOO 



CtfiHptitatiw 0/ Indirtci Coit RaU 



(A) + <B» - tViOAANi " Indirect Coit Rate of lO.^tf of toUl direct cotia tm ctpJtAl ca:p«a4Jtar« 



*Th!i U ft MCnple only und U not Intended lo prmribc meihodft of chargtiig co«t«. 




DESCRIPTION OF KXIIIBIT B 



Kxhiblt R illustrates the distribution of Departmental Costs into the categories (1) In- 
direct Costs and (2), Kxpenditures for All Other Purposes, after eliminating costs for Ex. 
elusions and Kxpenditures Not Allowable, such as capital expenditures. Exhibit B differs; 
from Exhibit A in that recognition is given to the indirect costs within each Division or 
Bureau. Under the short metliod of Exhibit A, whore indirect costs cannot be identified 
at the Division or Bureau level, all costs are treated as direct costs. Under the Simplified 
method shown in this Exhibit, indirect costs can be identiUcd ut the Division or Bureau 
level, and are so indicated. 

I^XHIBIT B 

SAMPLK INDIRECT COST TKoroSAL FORMAT.SIMPLIFIED METHOD* 

STATE X 
DKrARTMKNT OF HEALTH 
FOK THE YKAH ENDED JUNE 30, 19... 



Coats In. 
curred By 
Other State 

Agencfefl 



Departnientftl CosU (c) 



Pit' <tion$/Bu rggm 

Environmcntti Health 
Maternal and Child Health 
Occuratlora] Health 
Chronic Diseases 
ViUl Statistics 
Preventable Diseases 
SoHd Wa^t« DIsDosa) 
Dertal Health 

Grants and Subsidies to Localities 



Departmental Indirect Co$t$ 

Office of the Commissioner 
Financial Manafrennent 
Operation and Maintenance of Plant 
Administrative gervicea 
Equipment Use Charges 
Building Use Charges 

ToUl Departmental CosU (d) 

Services Furnished (But Not Silted) 
By Othtr State Afftnciei (tj 

Ac«'ountirg Services 
r^«sonnc{ Adminljtralion 
CcntraUzed Purchasing 



Exclusions 
(1) 


Expend!* 
tures Not 
AllowabU 
(b> 


Indirect 
Costs 


Expenditures 
For All Other 
Purposes 


ToUl 




1150.000 


SI 75.000 


13,796,000 


14,121,000 




40,000 


}=il4,000 


53,000 


6,237,000 




6,000 


4 7,000 


240.000 


293,000 




27.000 


1:2.000 


S.40a,OQO 


8.602.000 




I5.OCJ0 


u:,ooo 


2,48a.O00(f) 


2,646.000 




10,000 


13,0(10 


437.000 


460,000 




1(12,000 


f.7,000 


904.000 


1,073.000 




3,OC0 


^1,(J00 


391.O00 


418.000 


122.500.000 






22,600,000 


1^22,500,000 


$35;}.000 


$1.48D,000 


ll7.OO7,CO0 


$41,849,000 






2S8.100 




288.100 










236.600 






895,900 




895,900 






V26,IOO 




m.4C0 






06,300 




96,300 






15'?,600 




167,600 


$?2,6O0,OOO 


$353,000 


$3,288,900 


117,007,000 


$43,148,900 



$86,000 

9,000 
21,000 
$116,000 



86,000 
9.000 
21.000 



$6,000 
9.000 
21,000 



_I2_2, 500,0 00 S:^S3.000 



13.404.900 



117.007,000 



$43.264.900 



EXHIBIT 6— Eiptanatory Notes 



(a) In this jxample. it is assumed that grants and subsidies to 
localities do not cons(itute costs and do not generate signifi- 
cant direct and/'or hidirect cost*. However, if the grant<H! 
. ? significant amount of direct and/or tnJj'rect costs 
In administering the grants and subsidies to localitiw. then 
this function should be assessed for its equitable share of 
those Costs. 

(b) The Expeudilorea Kot Allowable represent coats of capital 
expenditures and other costs which are unallowable in ac- 
cordance with the cost principles and should be excluded 
from the computation of the indirect coat I'ate. However, in- 
direct costs ahoalci be allocated to Expenditures Mot Allow- 
able for those expend I turea that either genera te>! or benefited! 
from the indirect cost* where the dollar effect is sufficiently 
inaterial to warrant such allocation. 

(e) Under the slm^'if^ed method, a determination !a first made 
»s to which fk:rcifons are 4ire«t functions (Illustrated under 
the heading Divisions/Bureaus) and which functions are 
Indirect functions (i}ik:strated under the heading Depart- 
menUl Indirect Costa). Within the heading Divlsloni/ 



Bureaus, costs are Irlentifiid as either (1) Indirect Costs, 
or as (2) Expenditures For All Other Purposes, after elimi- 
nating Exclusions and Kxpenditures \ot Allowable, An 
example of a divlsfon or bureau indirect cost may, for 
infit»nce, In the Environmental Health Division. Include such 
cost* n» salaries ^rd expenses of the Division Head, the 
Assistant Division Head, and their secretariel. as well at 
the salaries and expense of other sub-units performing ataff 
or service functions wllhln the Division. 

(d) Total Departmental Cost* should be reconciled to and ac- 
companied by a copy of the financial statements of the 
grantee agency. 

(e) The costs of Services Furnished (But Not Billed) Ky Olhrr 
State Agencies must be in agreement with the amounts 
shown Oft the ConsoJidated State* WJd*» Cost AlJocatioft Han— 
Exhibit D. In this illustration, costs of |l 16.000 allocated 
from the Consolidated State-Wide Coat Allocation Plan 
represent costs that are allocable to the entire Department. 

(f) This amount includes ISS.OOO for data processing Services 
Furnished (And Billed) By Other SUte Age ncles for pro- 
grams within the Division of Vital SUllstics. See Exhibit D. 



•This is a sample only and is not intended to prescribe methc»ds of charging costs. Amounts may be rounded off to the neatest 1100, 
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DESCUIPTION OF EXHIBIT B-1 



The totals fiom l!x)nl>il H am l)i'ou^rht forward to this Exhibit. The indirect cost rate is 
evpi'osscd as a perccntaK^' losuUinx from the ratio of allowable indirect costs ($3,104,900) 
to allowable expcnditiavs for all other purposes t$17,007,()00). In the example set forth 
in Kxhihit I] this produces an indii^cct cost rate of 20.0^f, applicable to total direct costs, 
lesij capital expenditures. 



EXHIBIT B-1 

SAMPLE INDIRKCT COST RATE PROPOSAL FORMAT-SIMPLIFIED METHOD* 

STATE X 
DEPAHTMKKT OF HEALTH 
FOR THE YEAR ENDED JUKE 30. 19... 



TOTALS (Exhibit B) 



ToUl 
M3.264.900 



L«ia: Excluiloni 
and Expenditurcc 
Not AUowable 

122.853,000 



Indirect 
Cotta 

13,404.^00 

(A) 



CompMtatt<yn o/ InHirtei Cat Ra(« 
(A) ^ (B) 



Expcndlturei 

lor AIJ 
Othtr FuypQ»<^ 

117,007.000 

(B) 



Indirect Coat Rtt« of 20% of tot«l direct coat* leM capit*l expeftdituret 



*Tbt« U a tampU only and It not tnt«nd«d to pretcrib« methods of cbtrglnr co»ti» 
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DESCRIPTION OF EXHIBIT C 



Exhibit C illustrates the distribution of indirect costs to functional Divisions or Bureaus 
in order to determine separate Indirect cost rates applicable to each Division/Bureau. 
This dtstrlbulton method permits move definitive costing in those instances where operating 
ditfer^nces between Divisions/Bureaus are material 'n amount and would warrant the ad- 
ditional computations necessary. 

This computation recognizes indirect costs of ()) each Division and Bureau, (2) the 
Department, as well as the cost of Services Furnished (But Not Billed) By Other State 
Agencies. These indirect costs are allocated to the iunctional Divisions/Bureaus on bases 
which most falvlv give effect to either those Dlvlsions/Bureaus that generated the cost 
or those Divisions/Bureaus that benefit from the cost. Indirect costs of the Divisions/ 
Bureaus, if identified, need not be allocated since they are already recorded as Indirect 
costs of their respective Divisions/Bureaus. For example, accounting services furnished by 
other State agencies may be allocated to the Divisions/Bureaus based on the total direct 
costs incurred by the Divisions/Bureaus, while personnel administration may be allocated 
on a base of direct salaries and wages. 

Indirect costs allocated from the Department and from other agencies are added to in- 
direct costs incurred by each of .the functional Divisions/Bureaus to arrive at total in- 
direct costs for each of the Divisions/Bureaus, A rate Is then developed for each of the 
functional Divisions/Bureaus by relating the Indirect costs to the direct salaries and wages 
or total direct costs, excluding capital expenditures, for each of the Divisions/Bureaus. 
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DESCRIPTION OF KXlflKIT C-1 



The total indirect costs developed for each of the Disisiuns lJuronus are brought for- 
ward to this Kxhibit. Tho ratio of itidirect costs to <lirect salaries and wages or indirect 
costs to total direct costs less capital expenditures for oacii of the Divisions and liureaus 
is used to arrive at indirect cost rates (expressed as percentaires). For example, the En- 
vironmental Health Division has accumulated indirect costs of 813-1,100 (Column A) and 
direct salaries and wa^cs of $1,610,000 (Column H). The ratio of Cohnnu A to Column B 
results in an indirect cost )'ate of 27.0' r. This exiiibit sliows rates developed for 
each Division/ Bureau on two bases, direct salaries and wages ami total diiect costs less 
capita! expenditures. Kates should p:enerally be submitted on one base only, usiji.-, that 
base which results in a more equitable distribution of indirect costs to direct activiti* s. 

KX'HIBIT C-L 

SAMPLE JNbJRECT eOST HATK KO«MA r.MUf.TU'LE KATh' AIKTHOP* 

STATE X 
DEPARTMKNT OF HEALTH 
rOR THE YKAH ENDED JUNE 30. 19 













Indirect Cost Hate (b) 


0 J V Is lons/B u r^8 u s 


Total Indirect 
Kxpensea (c) 


Dhoit Salaries 
& Wages 


All Other 
Direct Costs 
Capital 


Total Direct 

Capital 
Expenditures 


D/i'ect 
Salarlet 
A Waf e» 


Direct Costs Less 
CapHal 
Expenditure* 




(A) 






<C) 


(A-f B) 


(A-; C) 


Environmental HcaUb 
M«UrnAl 6 Child KeftUb 
Occupationftl Health 
Chronic Di8«Ase« 
Vital SlAtistlcs 
Pr«v«nUble DiseftSM 
Solid Waste Disposal 
Dental Health 


t 485.<:00 
1.743.300 

S9.100 
473,400 
S83,800 

67.200 
155,000 

67,700 


1 1,610.000 
4.550.000 
1 4:1,000 
2,484,000 
1,764,000 
243.000 
804.000 
258.000 


$2,186,000 

97,noo 

919,000 
719,000(a) 
1114.000 
100,000 
1 3 MOO 


$ H.7^6,0(i0 

240J)00 

2,483,000 
437,000 
904,000 
301,000 


27,0% 
38.3% 
62,3% 
19,1% 
21,8% 

2a.«% 

19.3% 
26,2% 


11,6% 

52 .e% 

37.1% 
13.9% 
15,6% 
13,1% 
11.1% 
17.3% 




(a,404.900 


|1t,85€»0O0 


$^,1S1,000 


$17,007,000 







EXHIBIT EXPLANATORY NOTES 

(aj Tht* amount Inclu^les $53,000 for data pioccssin* services fuI^r)lsh^^d (and fciJIcd) by other Sutc asrenci*.'a for protrams within the 
Division of Vital Slatistios. See EKhibit D. 

(b) Only one mahod should Reneiplly be selected by the Department of Health, The two methods shown are merely iHustrative^ which- 
ever method fs selected should generally be used for all Divislona/Buveaus. 

(e) Brought foiward from Exhibit C. 

•This is a sample only and la not intended to Prescribe welhods of charging costs. Amount* may be rounded off to the nearest $100, 



DESCRIPTION OF EXHIBIT D 



This Exhibit illustrates a summary of a Consolidated State-Wide Cost Allocation Plan. It 
consists of two parts: 

(1) Special services to specific programs— summarizing the allocation of costs which have 
been treated as direct charges to individual programs or projects, and 

(2) Genera! Services— summarizing the allocations of costs which lend themselves to treat- 
ment as indirect costs 

The amounts allocable to the Department of Health are carried forward to Exhibits A, B 
and C, where they are combined with the Department of Health's own expenditures in com- 
puting its Indirect cost rate(s). 

Only a few of the many possible service costs have been shown In this Exhibit. A State 
government cost allocation plan may Include any other service costs which i\te allow- 
able under the cost principles, and for which djCunientaUon can be provided. 

Each type of cost claimed should be supported by appropriate schedules and other docu- 
mentations sufficient to provide a reasonable basis for acceptance, Because of space limita- 
tions, an Illustration (Exhibit E) has been provided in this brochure for only one type of cost 
—Centralized Purchasing Services, furnished by the State Public Buildings and Supply 
Agency. 

EXHIBIT D 

SAMPLE FORMAT OF CONSOLIDATED STATE-WIDE COST ALLOCATION PLAN^ i 
SUMMARY OF PLAN 
STATE X 

FOR THE YEAR ENDED JUNE SO. 19... 



Name of Arcnejr 
Furnrabing Service* icd 
Type of Service 




State Agenctes Re<eiv{nt Servtcea From Other Agencle« 




Supporting 
Schedule 


Department 
of Health 


Department 
of Education 


Department 
of Mental 
Health 


Department 
of Social 
Welfare 


other 


ToUl 


Special Servut* (o SptciM PrCffr^mt 
















Bureau of Data Processtng (Data 
ProceMlng of a Non-AdmSnUtrative 
Nature) 

Ot2:er 


<b) 


l&s.ooo 




ISO.OOO 


126.000 


1106.000 


8208.000 


<b) 




176.000 


60.000 




166.000 


800.000 






IftS.OOO 


116.000 


IdO.OOO 


126.000 


1170.000 


8608.000 


















Public Building* and Supply Areney 

< Centralised Purcbailct) 
Civit Service Adminlitration 

(Pertonnet Administration) 
State Comptroller (Aecounttnc 

Services, inch PayroUj. 

Disburiing, etc*) 


EXHIBIT 
E 

(b) 
<b) 


lat.ooo 

».000 

se.ooo 


1130.000 
jO.OCO 
16S.000 


116.000 
8.000 
47.000 


116.000 
5.000 
86.000 


1189.000 
90.000 
874.000 


8828.000 
187.000 
696.000 






1116.000 


1318.000 


166.000 


159.000 


8603.000 


81.166.000 



(a) Separate co}umn headings are needed only for those Departments or other organiiatbnal unita which are recipients of federal 
granla and contracts. However. IdentlAcatton ct the other departments should be included In ih« documentation supporting each 
type of service claimed. 

(b) Because of space limitations, an illustration has been provided In this brochure oi^ly for the allocation of eentraltt«d purchasing 
service* furnished by the state's purchasing agency. 

^Thls Is a sample only and Is not intended to prescribe methods of charging costs. Amounts may be rounded off to the nearest 8100. 
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DESCRIPTION OF EXHIBIT E 



This Exliibit illii.stratos the support for the allocation of centralized purchasing services in- 
cluded in Exhibit D. 

Part 1 shows the costs of the Public Buildings «nd Supply Agency which furnishes the pur- 
chasing service in nil other State aj^encies. In addition, this agency is responsible for the de- 
sign and construction (]f all State buildiiiMs. Only the costs dii'ectly associated with the ))ur- 
chasing (and related distribution) function are considered allowable (i.e., Division of Pur- 
chasing and Division of Supply Distribution). 

Part 2 shows the allocation of the $323,000 of allowable cost, in proportion to the dollar 
value of the supplies reciuisitioued during the year. Other bases for distribution may be used if 
more appi'opriale. Documentation of the percentage allocations should be submitted as part 
of the plan. 



EXHIBIT £ 

SAMPLE FORMAT OF CONSOLIDATED STATE-WIDE COST ALLOCATION PLAN* 
CENTRALlZfcD I'URCHASING SERVICES 

runLic muLi]iN<;s and surrLY agency 

STATE X 

FOR THE YEAR ENDED JUNE 30. 19,. 



ToUl 



Purl i -Co»U To Be AUocattd 
iitXw*' uf the Cummissioner 
Disi'ion uf Suiply Dhlilbutlon 
Divisiun ^^( Purcnaairg 
Division Buildtng DesEgn 
DtvUion of Cor$tructfon. 
TotaJ 



Vnti 2 — AHocriio>\ of Co*U 
R&»js — DolUk value of suipplie« requUitioncd 
AOtttcv 



IIQO.OOO 

ifto.ooo 

173.000 
l&O.OOO 

300,000 



1)^73.000 



Ciepaitmint of 
Departmcrt of 
Dcpaitmont of 
Depaitmert of 
Department of 
Department of 
Dfipaitment of 
D»»pi\rtmenl of 
Department of 
Department of 
Other Exe^uliv 
LeKislative 
Judiciary 

Total 



Health 
Education 
Mental Health 
Social Welfare 
Highways 
Natural Reaourees 
Agriculture 
Commerce 
Motor fVchfclea 
Labor 

e Departmenta 



Not 
Allowable 



$100,000 



150,000 
300,000 



1550,000 



40,2 
16 

6.« 
10, S 
M 
S.O 

^ 

1.0 



Altowabte 



tlfiO.OOO 
173.000 



1323.000 



Allocation 

$21,000 
180.000 
16.000 
18.000 
8S.600 
S.500 
U.500 
10.600 
7.000 
10.600 
48.000 
1.600 
8.000 



100,0^/ 



$323,000 



•Thla is a BBmpW only and t» not intend^ to prescribe method* ot chat gins coatj. 



may be rounded off to the tieareat $100, 



APPENDIX 3 



SAMPLE FORM 

. CKUTIFICATION BY STATE BUDGET OFFICER OR OTHER 
RESPONSIBLE STATE OFFICIAL— STATE-WIDE COST 
ALLOCATION PLAN 

1 hereby ceitity that the information contained in the 

(Name of State) 

State-wide cost allocation plan for the fiscal year ended 

(Month-date-year) 

is correct and that the State of has authorized me, 

(Name of State) 

as its representative, to file this plan. I further certify that a consistent approach has 
been followed in treating a pfiven tyne of cost as direct or indirect and that In no case 
have costs charged as direct to Federal programs been included in the indirect costs re- 
fleeted in the plan which I have submitted. 



Signature 



• Title 



Date 
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appp:ndix 3 
sample form 



ci:rtification by state budget officer or other 
responsible state official^state-wide cost 
allocation plan 

I hereby certify that the information contained in the . ^ . 

(Name of State) 

State*%vi(le cost allocation plan for the fiscal year ended 

(Month-date-year) 

is correct and that the State of . _ has authorized me, 

(Name of State) 

as its vepresentalive» to file this plan. I further certify that a consistent approach has 
been foUoNVod in treating: a given type of cost as direct or indirect and that in no case 
have costs charged as direct to Federal programs beon included in the indirect costs re- 
flected in the pJan which I have submitted. 



• 

Signature 



Title 



Date 



APPENDIX 5 



SUGCfKSTED BASE'S FOR COST DISTRIBUTION 

Following are suKKej^tcd bases for clistdbuting joint costs of certain central-type serv- 
ices to State departments or ak'encles and to pi'ojects and profframs utilizing these serv- 
cies. Tlie suggested bases are not mandatory for use if they are not suitable for the 
particular services involved. Any method of distribution can be used which will produce an 
equitable distribution of cost In selecting one method over another, consideration should 
be given to the additional effort required to achieve a greater degree of accuracy. 



Type of Service 

Accounting 

Auditing 
Budgeting 

Building lease management 
Data processing 
Disbursing service 

Employees retirement system administration 

Insurance management service 

Legal Services 

Mail and messenger service 

Motor pool costs including automotive man- 
agement 

Office machine and equipment maintenance 
repairs 

Office space use and related costs (heat, 
light, janitor service, etc.) 

Organization and management services 
Payroll services 
Personnel administration 
Printing and reproduction 
Procurement service 

Local telephone 
Health services 
Fidelity bonding program 



Suggested Bases for Allocation 

Total dollar volume or number of trans- 
actions processed. 

Direct audit hours. 

Direct hours of identifiable services of em- 
ployees of central budget. 

Number of leases. 

Machine hours. 

Number of checks or warrants issued. 

Dollar contributions to fund or number of 
employees contributing. 

Dollar value of insurance premiums. 

Direct hours. 

Number of documents handled or employees 
served. 

Miles driven and/or days used. 
Direct hours. 

Sq. ft. of space occupied. 

Direct "hours. 
Number of employees. 

Number of employees or salaries and wages. 

Direct hours, job basis, pages printed, etc. 

Total doUar volume or number of trans- 
actions processed. 

Number of telephone instruments. 

Number of employees. 

Employees subject to bond. 
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APPENDIX 6 



FEDERAL AGENCIES AND THEIR NEGOTIATION COGNIZANCE ASSIGNMENTS 

The Department of Health, Education, and Welfare is the Federal agency responsible 
for the approval of State-wide cost allocation plans. Amounts (or rates) a|)proved by the 
Department of Health, Education, and Wf^lfare for apportionment to State operating de- 
partments conducting Federally su])ported programs will be recognized by alt Federal 
agencies in the determination of Stat« operating dep«artment costs chargeable against Fede- 
ral programs. 

A separate publication is available listing those State agencies where the Department of 
Health, Education and Welfare is responsible for the negotiation of indirect costs of that 
State's operating departments. This publication may be obtained from the Division of Grants 
Administration Policy at the address shown below. Federal agency responsibility will be de- 
termined on the basis of the greatest dollar amount of Federal funds received by a State in 
its fiscal year. State organizations receiving Federal grants and contracts requiring indirect 
cost determinations which are not listed in the separate publication of the Department of 
Health, Education and Welfare, should contact the Federal agency from which it has re- 
ceived the greatest dollar amount of grants and contracts (for the most current State fiscal 
year) for assistance. In determining which Federal agency has cognizance, the State should 
make a determination based on Federal funds received by a State department or agency 
Including that depaiiment's or agency's lower tier divisions and bureaus. Changes in cogniz- 
ance brought about by changes in dollar volume of activity by Federal agencies should be 
brought to the attention of the concerned Federal agencies. In the Department of Health, 
Education, and Welfare, the office responsible for indirect cost determinations is the Division 
of Grants Administration Policy, Office of the Assistant Secretary, Comptroller, 330 Inde- 
pendence Avenue, S.W., Washington, D.C. 20201. Addresses of other Federal agencies are 
listed below: 



Chief 

Finance Division 

Federal Highway Administration 
U.S. Department of Transportation 
1717 H Street, N.W. 
Washington, D.C. 20591 

Deputy Director 

Office of Budget and Finance 

U.S. Department of Agriculture 

14th and Independence Avenue, S. W. 

Washington, D.C. 20250 

Program Management Division 
Community Action Program, Room 536 
Office of Program Operations 
Office of Economic Opportunity 
1200-19th Street, N.W. 
Washington, D.C. 20506 



Director 

Program Operations Division 
Urban Management Assistance 

Administration 

Room 7220A 
U.S. Department of Housing and 

Urban Development 
7th and D Street, SM\ 
Washington, D.C. 20410 

Director 

Office of Management Inspection and Audit 
U.S. Department of Justice 
10th and Constitution Avenue, N.W. 
Washington, D.C. 20530 

Chief 

Financial Assist^ince Policy Division 
Office of the Secretary, Room 5818A 
U.S. Department of Commerce 
14th and Constitution Avenue, N.W. 
Washington, D.C. 20230 



ERIC 



Assistant Manpower Administrator 

for Administration 
Manpower Administration 
U«S. Department of Labor 
14th and Constitution Avenue, N.W. 
Washington, DX. 20210 
Attention: Circular A-87 Liaison 

Assistant Director 

Contract and Audit Operations 

Office of Survey and Review, Room 5226 

U.S. Department of Interior 

18th & C Street, N.W. 

Washington, D.C. 20240 



Director of Audit 

Office of Civil Defense, Room 1C^514 
Office of the Secretary of the Army 
Department of Defense 
The Pentagon 
Washington, D.C. 20310 
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Michigan Indirect Cost Plan 



Indirect Cost Materials and Responses from 
Michigan Department of Education 

Mr. Earl Hopps 
Supervisor of Accounting Program 

Questio n: The application of indirect cost rates can vary from the past 

funding of activities of a state department « What are the federal recom* 

mendations for easing or allowing a timely transition from a direct charge 
basis to an Indirect cost method? 

Response t 

Most of us operate under the appropriations of our respective state 
legislatures* Operations which originally were self-operating organi- 
zational entities may have over a period of time been incorporated In 
part into centralized functional organizational units vhichi when 
subject to an indirect cost approach » appear to be carrying a dis- 
proportionate share of the financial cost« Adjustments incorporated 
Into the budget process may require 18 to 24 months to be reflected 
into appropriations. The problems one mlgiht expect includes 

1) The informing of organizational units that they must reduce their 
program budget because of administrative indirect cost assignment* 

2) The processing of revised budget data which may require greater 
state funding for some organizational units while corresponding 
reductions may be non-existent. 

3) Convincing the management policy groups (legislativei adminis- 
trative) that such realignments are essential despite the financial 
realities of expanding demands and lessening fund availability from 
both state and federal sources. 



In view of the federal implementation date of July 1, 1972, it would 
appear that the only solution is one of minimizing the cost remaining 
io the indirect cost centers by the greatest utilization of direct 
cost aasignuient even though these costs may be functionally assignable 
M indirect costs; i*ei| subsidiary grant record nainteuance costs may 
be identified as specific programs* 

Question s Discuss the **roll forward*' adjustment* 
Response : 

The Department has been granted fixed ratos for fiscal 1973* The 
fixed rate in the agreement is based on an estimate of the costs 
which will be incurred during the period for which the rate applies. 
When the actual costs for such period have been determined i an adjust- 
ment will be made In the negotiation following such determination to 
compensate for the difference between that cost used to establish the 
fixed rate and that which would have teen used If the actual costs 
were known at the tlw« 

The attached example demonstrates the roll forward adjustment. The 
negotiated rate for 1972 Is corrected to actual by the adjustment of 
the 1974 rate* 

puestion ; Why are some LEA programs funded with a restricted rate while 
others carry their full share of indirect costs? 

Response s 

The 1969 amendments to Public Law 91-'230, Section 4146b, states: 
'^The Commissioner shall permit local educational agencies 
to use organized and systematic approaches in determining 
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ROLL FORWARD COMPUTATION 



FY 72 



FY 73 



FY 74 



FY 75 



Fixed Rate Pe r Negotiation: 
Actual Experience for Accountirg Period: 
Direct Costs 

Net Ailowabfe Indirect Costs 



10% 



10% 



11. 3%* 



9.9% 



$4,938,795 $4,880,450 $5,110,625 $5,075,200 
626,430 486,675 544,428 537,000 



Recovery of Indirect Costs : 

Actual (or Accounting Period 
Estimated per Negative Fixed Rate 

Under <Over) Recovery 



526,430 
493,880 

3Z550 



486,675 
488,045 

(1,370) 



544,428 
677,489 

(3.061 > 



537,000 
50 2,445 

34.555 



Adjusted Indirect Costs: 

Actual for Accounting Period 
Under <Ovti) Recovery 

Deletion of 2 years Prior Roll Forward Adjustment 
Totat Indirect Cost 



526,430 
32,550 
0- 



486,675 
(1,370) 
•0- 



644,428 
133,061) 
32,650 



537,000 
34,555 
(1,370) 



$ 558,980 $ 485,305 $ 643,917 $ 570,185 



Adjusted Rate: 



Adjusted Rate = Total Indirect Cost 
Actual Direct Cost 

Adjusted Rate ^ 



$ 558.980 $ 485,305 $ 643,917 $ 670,185 
H938,795 $4,880,450 $5,110,625 $5,075,200 



11.3%* 



9.9% 



10.6% 



11.2% 



(Applied to (Applied to (Applied to (Applied to 
FY 74) FY 75) FY 76) FY 77) 



*The actual rate for FY 1972 was 10.65%. Therefore we under recovered the indirect cost by 0.65% (10.65% - 
10.0%). In proposing our indirect rate for FY 1974 we make up for this deficiency by adding the 0.65% to the 
actual 10.65% Indirect Rate thereby proposing a rate of 11.3% for FY 1974, 
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cost allocation I measurement » and report » • , that such 
approaches are consistent with criteria prescribed by th^ 
comptroller general of the United States ..." 
Circular A-87 established principles designed to provide that 
federally assisted programs bear their fair share of costs recoj^nized 
under these principles except where restricted or prohibited by law. 

Tl\e Elementary am Secondary Education Act, Title I, requires thatt 
"Federal funds made available under this title will be so 
used as to (1) supplement and . . • increase the level of 
funds . . . (il) in no casei as to supplant such funds from 
non«-federal sources « • «" 

This is the Justification used to develop the two types of rates: 

1) Restricted 

2) Unrestricted 

The unrestricted rates are applicable to those programs which do not 
contain the supplement^supplant language. 

Question ! V/hat provisions are being Incorporated in the revisions to 
Handbook II to facilitate the development of indirect cost rates for LEA's? 

Response ; 

Handbook II Incorporates provisions which allow greater analysis of 
cost data and the establlshuient of cost centers. However, it does not 
Include provision to accumulate distribution units and, therefore^ 
becomes basically an actual cost system. Any manual of this type must 
be get ^ral in design to accommodate the vast differences in the 
abilities or organizations which will use lt« Consequently, it would 
be extremely improbable that the manual contain any specific material 
regarding Indirect cost development. 
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Chapter VI* » Indirect Costs and Proration i Is a new addition to 
Handbook II axi^ should asalat local school districts In the areas of 
Indirect cost Identification and allocation* The draft dated June» 
1972 1 Is the last I have seen^ and I do not know the current status of 
this handbook! 

*Page 142 

I 

Quest Ion ? What phases of school activity are considered Indirect coat 
pools? For Instance » would an assistant superintendent for curriculum ba 
a part of a direct cost pool or an Indirect cost pool? Discuss other 
central office operations! 

Respon se ; 

The basic criteria to be applied when reviewing central office oper*-* 
atlons would be the determination of the scope of responsibility 
assigned to the position under review* A curriculum director with 
district wide responsibility would be Included within the Indirect cost 
category, whereas a central projects curriculum position would require 
the direct asslg)tiQient to the specific central programs. 

A review of the cooxaon titles assigned to positions in central admin-* 
istratlon in Michigan has produced three categories: 

1) Those that would fall into an indirect cost eligible to restricted 
and non^restrlcted^ 

2) Indirect coses assignable to Indirect only, and 

3) The direct or indirect with the requirement that there be benefits 
to grants and contracts « 
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CENTRAL ADMIHISTRATIVE POSITIONS 



Direct Indirect 



axcuicncary Looroxnacor 


1 


General Operations 




1 


Business Aifairs 




1 


Pe fsonnel 


ilia c rue c ion 


1 


Assiiitdnt Superintendent (General) 


i^ixeniisncary caucaCion 


1 


Administrative Assistant 


vocational lecnnical 


#1 
2 


Director of Building & Grounds 


^ai6terias 


1 


Elementary Business & Personnel 


rupii r6r8onnei 


1 


Finance 


QaA^4 a I Vi^/\fW*AmM 

opcciai rrogLacis 


>> 


Research 


rlue Arts 


1 


Deputy Superintendent 


uirector uocnunity education 


1 


Controller 


Uucuoor ucnccr 


1 


Finance & Accounting 


x^omuuiuy bCnooi coordinator 


2 


Building & Grounds 


CoDsuuet Education 


1 


Accountant 


Instructional Materials 


2 


Physical Plant 


Libraries 


1 


Purchasing Agent 


Recreation 


A 

2 


Facilities and Service 


iiuisan Kdiations 


A 

2 


Maintenance 


Elementary Consultant 


3 


Research and Development 


Grant Programs 


2 


Ground Superintendent 


Special Education 


1 


Budget and Purchasing 


Curriculum 


3 


Research & Testing Service 


Transportation 


1 


Efoployee Relations 


Keaamg 


2 


School Plant Planning 


Food Service 


1 


Purchasing & Supply Management 


r\4^AA#>A^ \jkB««4 A 

tiirector nusic 


i 


Data Research Director 


Title III 


2 


Custodial Services 


Attenaance utticer 


1 


Business & Finance 


Legislation & Federal Projects 


1 


Office Manager 


Associate Consultant 


1 


Business Administration 


Auaio visual 


1 


Data Processing 


Dean of College 


1 


Treasurer & Comptroller 


Adult and Vocational Education 


A 

2 


Engineering & Operations 


Adult and Continuing Education 


A 

2 


Plant Construction & Rehabilitation 


Dpeciai project coordinator 


J 


Research & Evaluation 


State^Federal Affairs 


1 


Buyer 


Information Services 


2 


Operating Services 


Publications and Parent Group 


1 


Systems Programmer 


Relations 






Public Relations 


1 


Labor Relation 


Information and Coromunlcation 


3 


Planners-Expediter 


Conmunity Relations 







1 Indirect Cost - Restricted and Unrestricted 

2 Indirect Cost - Unrestricted Only 

3 Dlrv^.ct or Indirect - Requirement to be indirect 

that there be benefits to 
grants and contracts 



0 
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Question ! How would a situation where a part«*tlitte administrator In the 
business office and a part-time teacher be handled In an Indirect cost rate* 

Response i 

To accooaodate a situation of this klnd| the person would be direct 
cos ted Into the two major categories of teacher and administrator In 
accordance with the amount of time spent In each activity* The added 
activity would then be Incorporated into the Indirect cost category 
and the teaching portion of the time would be charged direct # Bach 
would be included In the development of the indirect cost rate* 

Quest Ion 1 What Is the significance of the term ''district wide activity" in 
the area of central office administration? 

Response t 

"District wide activity" becomes the basic criteria which is applied 
to the positions in central office administration when determining 
whether the position or activity is assignable as direct or indirect 
cost* The current Handbook II uses the term "system wide activity" 

and is not confined to one school » subject, or narrow phase of school 

< 

activity! 

In the revision of Handbook 11, activities performed by assistants i 
such as deputies » associate » and assistant superintendents! in general 
direction and management of all affairs of the school syetem are 
considered under the function General Administration - Office of the 
Superintendent* 

Those not having "district wide activity'* must be associated with their 
specific function* 
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Quest Ion t Ulien a rate Is a predetermined fixed rate and the rate based on 
actual costs would be lessi would there be some adjustment made for the 
difference? 



Response i 

Tlie response to this question was covered under question 5; and of 
coursSi the difference between the fixed rate and the actual coats 
would becoae an element of the roll forward adjustment* Therefore^ 
this would become important in the development of a subsequent yearns 
ratet 
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INDIRECT COST RATE INSTRUCTIONS 
General 



An indirect cost rate is used to determine the amount of indirect costs each 
program should bear. Generally^ it is the ratio of indirect costs to direct 
costs based upon the actual expenditures of a local educational agency recorded 
in accordance with recomnended accounting principles for school districts, i*e«, 
the modified accrual or full accru^al basis of accounting. The recovery of 
indirect costs incurred by. a federally funded program must be accomplished by 
a rate or percentage method in those programs in which indirect costs are 
eligible expendituresi The use of an indirect cost rate is allowable in those 
state programs which provide for the recovery of such costs* In addition, 
indirect costs determined by the rate method may be considered as the local 
agency^s contribution in those Federal and State programs which require a local 
effort. 

The indirect costs of a program are those costs not readily Identified with a 
specific program but, nevertheless, are incurred by the local educational 
agency for the Joint benefit of all programs* In terms of the Finance Account- 
ing Manual for Michigan School Districts, Bulletin 1022, they include, with 
ce4.*tain legal exclusions, Administration, Operation, M&intenance and Fixed 
Charges. 

Utilization is made by applying the appropriate rate as determined from the 
computation schedule to the direct costs of the program, see example. However, 
during the budgeting process it mxist be remembered that use of the rate does 
not increase the amount of the grant* 

The financial data from which the rates are computed is taken from the school 
district's audited Annual Financial Report, DS-4169 (Form B), The time required 
for the audit and preparation of Form B is such that the rate is confuted from 
the audited expenditures of the second preceding fiscal year to that In which 
the rate is applicable. For example, the rate computed from the Form B for the 
year ended June 30, 1971 is the rate which will be in use during the year begin- 
ning July 1, 1972 and ending June 30, 1973. Programs which extend beyond June 30 
are required to adopt the rate approved for the fiscal year in which that portion 
of the program is operated. The fiscal year to which the rate applies is indlcatei 
in the heading of rate computation Form (RO 415), the rate Is applicable during 
that fiscal period only* In addition, programs operated in any one fiscal year 
may apply only the approved rate* 

The legislation governing certain federally funded programs requires that 
federal funds ''supplement and In no case supplant" local. efforts. For these 
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restrlcliid ) r '^ttis tlils has been interpreted to mean that only the costs of 
district vii^c iutivities, namely ^^ilministrat ion and selected Fixed Charges, 
are ellgibU as indirect costs fov rate computation puiposes. The most coimon 
restricted programs, administered by the State agoncy, in w}>fch indirnct costs 
are lecovi^rable are: E*S.E.A. Ti^ps 1, in, VI irrational Education - 
Title I,B, Indirect costs of tlicse piograms may be voci-vered only at the rate 
cot?.puted for restricted programs, Column A, of the computation schedule. 

In addition, there are programs which prohibit or limit the recovery of indirect 
costs. If there Is a question in this regard it is suggested that reference 
be made to the program guidelines or that the Department of Education be 
contacted. 

Costs must be treated consistently (i.e., expenditures which are considered 
indirect for rate computation purpose may not be considered a direct program 
cost). For example, of two or more positions of similar responsibility, such 
as administrative assistants, accountants or office managers exist, all 
positions at that level must be classified as either direct or indirect. For 
example, if an administrative assirtant is reported on Form B as 2100 Adminis- 
tration, (indirect;, all other Administrative Assistants must be classified 
only as an indirect cost in the 2100 account services, The principal physical 
location of personnel does not necessarily identify the correct expenditure 
classification (Instruction, Administration, etc.) however, the project 
expenditure classification must be consistent with that of the Forra B. 

Your indirect cost rate may be found at the bottom of the attached Indirect 
Cost Rate Computation for Local School Districts, RO 415. 

The rates are computed as follows i 



Unrestricted Col. B Rate 

Col. C 

Restricted Col. A = Rate 

Col. C + Col. B - Col. A 

(In the restricted programs, the unallowed indirect costs are, 
in effect, considered direct costs*) 

In general, record? and other supporting documentation must be retained for 5 
years after the close of the fiscal year in which the expenditure was made or 
until notified that the records are no longer needed. The exception to this 
is that records involved in a Department of Health, Education and Welfare 
audit claim shall be reatined until that claim has been resolved* 



Budgeting For An Indirect Cost Rate 



Restricted Programs 

Approved Grant $20»000 
Indirect Cost Rate 3,06% 

Direct Costs $19,406 



The $19|406 is computed by dividing $20,000 by 1.0306 (Indirect cost rate plus 
100%). $19,406 is the maximum amount that can be budgeted for direct costs If 
maximum Indirect charges are budgeted and the total grant Is applied for* 

A sample E«S«E.A« Title I budget, utilizing the indirect cost rate, niight be 
as follows: 



200 Instruction $15,256 

400 Health 750 

500 Transportation 500 

800 Fixed Charges 1,650 

900 Food Services 750 

1100 CoTsnmnity Services 500 

Indirect Costs ($19,406 x 3,06%) 594 

$20.000 



Unrestricted ProgrMi 

Approved Grant $20,000 

Indirect Cost Rate 26«40?L 

Direct Costs $15,823 



The $15,823 is computed by dividing $20,000 by 1.2640 (total indirect cost 
rate plus 100%). 

A sample unrestricted program budget using separate Indirect rates might be 
as follows: 



Instruction $12,173 

Attendance 1,000 

Transportation 800 

Fixed Charges 1,350 

Food Service 500 

Indirect Cost 4,177 

$20.000 
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when a budget for a project (with an applicable reatrlcted or unrestricted 
rate) Includes a line item for capital outlay, the computation of the atnDunt 
available for direct program costs must be preceded by a reduction of the 
amount of capital outlay from the grant amounts 



Approved Grant $20^000 

Capital Outlay 2,000 

Indirect Cost Rate 26^40% 

Direct Costs $14,241 



The $14,241 Is computed by subtracting the capital outlay from the approved 
grant and dividing $18,000 by 1.2640 (total indirect cost rate plus 100%) ♦ 



ADJUSTMENTS 

Instructions For Completing DS-4513 

Circular A-87 provides that the salaries of Assistant Superintendents for 
general administration, the cost of operating their offices (secretary and 
clerical salaries, office supplies and other) and those f tinge benefits, such 
as employee insurances, , that are attendant with eligible indirect costs may be 
considered Indirect costs ftt rate computation purposes. In addition, the costs 
of food supplies may be excluded from direct costs which reduces the formula 
denominator thereby improving the rate. 

The Annual Financial Report (Form B) , upon which the computed rate is based, 
does not provide data sufficient to Identify these allowable adjustments* 
Therefore, all reported amounts in the following Form B line items have been 
considered direct or unallowable in the rate computation: 







Indirect Costs 


Direct 


Total 






Restricted Unrestricted 


Costs 


Costs 


2112 


Salaries of Supt. Ass't. 


$ $ 


$XX 


$XX 


2128 


Salaries - Sec. & Clerical 




XX 


XX 


21-40 


Total Supplies 




XX 


XX 


2160 


Total Other 




XX 


XX 


2783 


Insurance (Fringe Benefits) 




XX 


XX 


3056 


Food for Food Service 




XX 


XX 



To receive adjustment, the local agency must complete Form DS-4513 and return 
to the Michigan Department of Education, Department Services, Box 420, Lansing, 
Michigan 48902. Notification of the adjusted rate will be made by the 
Department* The originally computed rate must be utilized until such time as 
notification of the adjusted rate is received. 



Explanation: Enter only the eligible expenditures reported in the 
identified Fortn B line items as follows: 



2112 Salaries of Ass't. Supt,(s) 

2128 Salaries Sec. & Clerical 

2140 Office Supplies 

2160 Other 



2783 Fixed Charges - Insurance 

(Fringe Benefits) identifiable 
with salaries in the respective 
columns* 

COSTS TO BE INCLUDED - ACCOUNT 2112 and 2128 

A. Unrestricted indirect costs include those positions related to general 

administration of the school excluding costs attributable to the position 
of the superintendent and his activities, such as the full time salary or 
prorat^id portion of his secretary's position. Those positions involving 
accounting budgeting, payroll, personnel, purchasing, employee and public 
relations, etc. Do not report administrative positions (assistant super* 
intendents and directors) as indirect costs that involve the direction and 
supervision of such functions as instruction, guidance, attendance, transpor- 
tation, comnunity services and student services* Secretarial and clerical 
employees supporting the latter positions must not be Included in the indirect 
classification of cost* The costs of this latter group - assistant super- 
intendents, directors and support employees *- must be classified as direct 
charges » As such, their charges would have to be identified to cost objectives 
based on documented time and effort studies, 

B* Two additional administrative positions must be excluded from the computation 
of the restricted rate - administrators and support staff Involved in the 
maintenance and operation function. 

COSTS TO BE INCLUDED - ACCOUNT 2140 and 2160 

Include only those costs identifiable with the eligible postions noted above 
with the unrestricted and restricted indirect costs. 

COSTS TO BE INCLUDED - ACCOUNT 2783 

Include only those Insurance (fringe benefits) identifiable with eligible 
positions noted above with the unrestricted and restricted positions in the 
respective columns* 

COSTS TO BE INCLUDED - ACCOUNT 3056 

Food for Food Service (cost of food supplies) 

If you have any questions, please contact the Program Control Unit, Department of 
Education, 1020 South Washington Avenue, Lansing, Michigan, Phone (517) 373-3350. 



Identifiable with eligible indirect 
costs. Excludes costs attributable 
to the Supt's activities, such as 
the full time salary or prorated 
portion of his secretary* 
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DS-4SI3 
10/7; 



HIchlsan Department of Educatlcn 
Department Servlcat 
PROGRAM CONTROL UNIT 
Box 4^0 Lansing. Hlc>i)gan 48902 

FISCAL YEAR 1912-13 INDIRECT COST RATE ADJUSTMENTS 



EDUCATIONAL 
AGENCY 


Legal Kame of School District 


District Code No. 


Telephone - Area Code/Local No. 




City 


Zip Code 



HAILING INSTRUCYIONS: Return ONE cooy by JANUARY 30 . 1973 to the STATE address indicated above< 







INDIRECT COSTS 




ACCT. 
HO. 


ACCOUNT OESCR^TIOH 


Restricted 
A 


Ufvestrlcted 
B 


DIRECT COSTS 
C 


2111 


ASSISTANT SUPERINTENDENT(S) 
a. Salaries <See below*) 


S 


$ 




2128 


b. Secretarial and Clerical Salaries 








2140 


c. Office Supplies 








2160 


d. Other 








2733 


FIXED CHARGES INSURANCE (Fringe Benefits) 
(Associated with Indirect Sala/les ONLY) 








30S6 


POOD FOR FOOD SERVICE 

(Deducted from direct costs for rate computation purposes) 






$ 




TOTAL ADJUSTMENTS 


% 


$ 


$ 



•List positions included in the adjustment to Account 21 1?. Complete list on back of this form if additional space is necessary. 



ASSISTANT SUPERINTENDENT{S) 


Title of Position 


F.T.E. Positions 























CERTIFICATION: I certify that the above adjustments are true and correct to the best of my knowledge. 



Date 



Superlnten^nt or 
Authorized Official 



(Signature) 



Type Name 
Title 



Contact Person 



Telephone 



(Area Code/Local No.) 
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Michigan LEA Orienting Procedure 

l« Utilize annual financial statement information on file with the 
Department. 

2» Prepare LEA tentative rates • 

3« Information to LEAst 

a« Proposed rate schedule; 

b. Explanation of indirect cost and rate 
development; 

c« Schedule of regional meetings « 
4« Regional presentation* 
5. Sample LEA process: 

a« Original rate; 

b. Adjustment form; 

c. Adjusted rates* 
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DEPARTMENT OF HEALTH, EDUCATION. AND WELFARE 

OFFICE OF THE SECRETARY 



WASHINGTON. D C 20201 

Septotber 28, 1972 



Honorable Jdtm W, Porter 
Superintendent of Public Instruction 
State of Michigan 
Departinent of Education 
Lansing^ Michigan 48902 

Dear Svperintendent Porter: 

Ohis letter foxmedizes understandings reached bet^^een menbers of your 
staff and George J. Wolff relative to the Michigan State Department 
of Education approving Indirect ooet proposals of the Michigan Local 
Bduoatlcn Agencies. 

The Michigan State Superintendent of Pitolic Instruction or his 
designated representative within the Michigan State Departarent of 
Education is hereby delegated authority to negotiate indirect oost 
rates with local education agencies of the State of Michigan in 
oonformanoe with the plan stfactdtted to and approved by ny office and 
with Office of Management and Budget Circular Ihe rates so 

established will be used by the local education agencies to measure 
total program costs and serve as the basis for requesting indirect 
costs on Federal programs. 

Ocmsistent with the requirements of Circular A*87^ plans approved by the 
Midiigan state Departxtertt of EcIuc:ation will be sifcject to review by ny 
office • It is anticipated that the Departmer^t of Health, Education and 
Welfare Audit Agency will select local education agencies for axxUt 
review to determine that the cost plans have been prepared and used in 
accordance with this delegatiqi of authority* A copy of the plan for 
the Michigan State Department of Education to approve indirect cost 
rates for local education agencies as approved bj/ my office is attached. 
Ihe plan is sitoject to periodic revisions to acoormodate changes in 
regulations or the acoointing systems of local education agencies. Revisions 
to the plan, if necessary, will be the result of a coordinated effort by 
the Michigan Departinent of Education and the Department of Health, Education 
and Welfare Audit Agency, office of Education and my office. 
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Page 2 - Vbnoiable John W» Porter 

Sxperinbendent of Public Instruction 
State of Michigan 
DepartuBnt of Education 



Please note your concurrence with the content of this letter and your 
acoeptanoe of this delegation of authority by countersigning the 
original of this letter and returning it to ite retaining a copy for 
your files* 



Sincerely yours^ 




Henry G. Kirschenmann, Jr. 
Director, Division of Cost Policy 



and Negotiation 
Office of Grant Adnlnistration Policy 



Accepted by the Michigan Department of Education: 



MICHIGAN DEPARTMENT OP EDUCATION 
Department Services 
Lansing, Michigan 48902 



INDIRECT COST RATE INSTRUCTIONS 



General 



Aa indirect cost rate Is used to determine the amount of indirect costs 
each program should bear. Generally, it is the ratio of indirect costs to 
direct costs* The recovery of indirect costs incurred by a federally 
funded program must be accomplished by a rate or percentage method in 
those programs in which indirect costs are eligible expenditures. The use 
of an indirect cost rate is allowable in those state programs which pro* 
vide for the recovery of such costs. In addition. Indirect costs deter- 
mined by the rate method may be considered as the local agency *s contri- 
bution In those Federal and State programs which require a local efforts 

The indirect costs of a program are those costs not readily identified with 
a specific program but, nevertheless, are incurred by the local educational 
agency for the joint benefit of all programs* In terms of the State School 
Accounting lianual. Bulletin 1022, they include, with certain legal exclusions. 
Administration, Operation, Maintenance and Fixed Charges. 

Utilization is made by applying the appropriate rate as determined from the 
computation schedule to the direct costs of the program, see example. 
However, during the budgeting process it must be remembered that use of the 
rate does not increase the amount of the grant. 

The financial data, upon which the rates are based, is taken from the mo.it 
recent Annual Financial Report, DS-4169 (Form B). Therefore, the data does 
not reflect the actual rate of the current period* An adjustment for over 
or imder recovery of current year indirect costs will be made in a sub** 
sequent year. 

The legislation governing certain federally funded programs requires that 
federal funds "supplement and in no case supplant" local efforts. For 
these restricted programs this has been interpreted to mean that only the 
coats of district wide activities, namely Admihistration and selected Fixed 
Chargesi are eligible as Indirect costs for rate computation purposes. The 
most coQimon restricted programs, administered by the State agency, in which 
indirect costs are recoverable are; E.S.E.A. Titles I, III, VI and 
Vocational Education - Title I,B. Indirect costs of these programs may be 
recovered only at the rate computed for restricted programs, Colunn A, of 
the computation schedule. In addition, there are programs which prohibit 
or limit the recovery or indirect costs. If there is a question in this 
regard it is suggested that reference be made to the program guidelines or 
that the Department of Education be contacted. 

It is requested that costs be classified consistently, i.e., expenditures 
which are considered indirect costs for rate computation purposes may not 
be considered direct program costs without a corresponding adjustment to 
the rate. Contact the tilchlgan Department of Education regarding adjust-* 
nents for which there is no provision In these instructions. 
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In general I records and other supporting documentation must be retained for 
5 years after the close of the fiscal year in which the expenditure was toade 
or until notified that the records are no longer needed* The exception to 
this Id that records involved In a Department of Healthi Education and 
Welfare audit claim shall be retained until that claim has been resolved* 

The rates are computed as follows t 

Unrestricted Col> B - Rate 

Col. C 



Restricted Coli A « Rate 

Col* C + Col* B - Col* A 

(In the restricted programs » the unallowed indirect costs arei 
in effect I considered direct costs*) 

Circular A-87 provides that the salaries of Assistant Superintendents and 
the cost of operating the Assistant Superintendents* offices (secretary and 
clerical salaries i office supplies and other) may be considered Indirect 
costs for rate computation purposes* Also includible are those fringe 
benefits I such as employee insurance i that are attendant with eligible 
Indirect costs* The Annual Financial Report (Form B)| upon which the cov^ 
puted rate is based » does not provide data sufficient to identify these 
allowable Indirect costs* Thereforei all reported amounts in the following 
Form B line Items have been considered direct or unallowable in the rate 
computation? 



Indirect 


Costs 


Direct 


Total 


Restricted 


Unrestricted 


Costs 


Costs 


2112 Salaries of Supt* Ass't* 




$ XX 


$ XX 


2128 Salaries Sec* & Clerical 




XX 


XX 


2140 Total Supplies 




XX 


XX 


2160 Total Other 




XX 


XX 


2783 Insurance (Fringe Benefits) 




XX 


XX 


Provision is made for the recognition of these 


costs at the 


bottom of 


the 


rate computation formi as followst 









Column A Column B Column C Column D 

Adjustments 



Assistant Superintendent 

2112 Salaries $ $ 

2128 Secretarial and Clerical 

Salaries 
2140 Office Supplies 
2160 Other 
2786 Fixed Charges 

(Fringe Benefits) 



TOTAL ADJUSTMENTS $ $ 

ERIC 



AAA***** 
******** 
******** 
******** 
******** 



******** 
******** 
******** 
******** 
******** 
******** 
******** 



Bxplfttiatloni Enter only the eligible e)cpendlture8 reported In the Identic- 
fled Form B line Iteme as follows i 



2112 Salaries of Aas*t« Supt«(s) 

2128 Salaries Sec. & Clerical 1 Identifiable with eligible indirect 

2140 Office Supplies U costs. Excludes costs attributable 

2160 Other ^-^J to the Supt.^s activities » such as 

the full time salary or prorated 
portion of his secretary« 

2787 Fixed Charges - Fringe Benefits 
identifiable with salaries in 
the respective columns. 



To receive adjustment » the local agency must complete the adjustment 
section and return the report with adjustments to the Departmenti Program 
Control Unit of the Accounting Program. Notification of the adjusted rate 
will be made by the Department. The originally computed rate must be 
utilized until such time as notification of the adjusted rate is received. 



Budgeting For An Indirect Cost Rate 



Restricted Programs 

Approved Grant $ 20 » 000 

Indirect Cost Rates 

Admlolstratlon 2.31% 

*Data Processing Charges .75 3.06% 

Direct Costs $ 19 » 406 

^OTEt For budgeting and reporting purposes i the rental of data processing 
equipment is considered to be an administrative cost. 

Direct Indirect Total 

Administration $ ($15,823 x 2.48 ) $ 392 $ 

($15,823 X .701) 111* 503 

Instruction 12,173 12,173 

Attendance 1,000 1,000 

Transportation 800 800 

Operation of Plant ($15,823 x 13.56%) 2,145 2,145 

Maintenance ($15,823x5.73%) 907 907 
Fixed Charges: 

FICA Retirement 1,350 1,350 

Indirect - Insurance ($15,823 x 3.93%) 622 622 

Food Service 500 . ^ 500 

$15,823 $ 4.177 $20 > 000 



* Data Processing 



If you have any questions, please contact tite Program Control Unit, 
Department of Bducatlon, 1020 South UashinRton Avenue, Lansing, Michigan, 
Ph. (517) 373-1963, 



Tlie $19,406 is computed by dividing $20,000 by 1.0306 (indirect cost rate 
plus 100%) « $19,406 is the maximum amount that can be budgeted for direct 
costs if maximum indirect charges are budgeted and the total grant ia 
applied for« 

A sample E.S.H.A* Title I budget, utilizing the indirect coat rate, might 
be as follows: 



100 


Adnlnlstratlon 


$ 250 


200 


Instruction 


15,006 


AOO 


Health 


750 


500 


Transportation 


500 


800 


Fixed Charges 


1,650 


900 


Food Services 


750 


1100 


Community Services 


500 



Indirect Costs (19,406 x 3.06%) 594 



$ 20>000 



Unrestricted Programs 

Approved Grant $ 20,000 

' Indirect Cost Rates 

Administration 2.48% 
Operation of Plant 13«56 
!ialntenance 5«73 
Insurance 3«93 

Data Processing Charges .70 26.40% 
Direct Costs $ 15,823 



The $15,823 Is computed by dividing $20,000 by 1.2640 (total indirect cost 
rate plus 100%). The indirect costs, budgeted at a maximum of $4,177 
($15,823 x 26.40%), may be reported as a single item as in the example for 
restricted programs. 

A sample unrestricted program budget using separate indirect rates might be 
as follows: 
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MICHIGAN DEPARTMENT OF EDUCATION 
Department Serviced 
Lansing) Michigan 48902 



INDIRECT COST RATE INSTRUCTIONS 
General 



An indirect cost rate is used to determine the amount of indirect costs each 
program should bear. Generally, it is the ratio of indirect costs to direct 
costs based upon the actual expenditures of a local educational agency recorded 
in accordance with reconmended accounting principles for school districtSj i*e«| 
the modified accrual or full accrual basis of accounting, The recovery of 
indirect costs incurred by a federally funded program must be accomplished by 
a rate or percentage method in those programs in which indirect costs are 
eligible expenditures. The use of an indirect cost rate is allowable in those 
state programs which provide for the recovery of such costs. In addition, 
indirect costs determined by the rate method may be considered as the local 
agency's contribution in those Federal and State programs which require a local 
effort, 

The indirect costs of a program are those costs not readily identified with a 
specific program but, nevertheless, are incurred by the local educational 
agency for the Joint benefit of all programs. In cems of -the Plnsficfc Accociit- 
ing Manual for Michigan School Districts, Bulletin 1022, they include, with 
certain legal exclusions. Administration, Operation, Maintenance and Fixed 
Charges, 

Utilization is made by applying the appropriate rate as determined from the 
computation schedule to the direct costs of the program, see example. However, 
during the budgeting process it must be remembered that use of the rate does 
not increase the amount of the grant. 

The financial data from which the rates are computed is taken from the school 
district's audited Annual Financial Report, DS-4169 (Form B), The time required 
for the audit and preparation of Form B is such that the rate is computed from 
the audited expenditures of the second preceding fiscal year to that in which 
the rate is applicable, For example , the rate computed from the Form B for the 
year ended June 30, 1971 is the rate which will be in use during the year begin- 
ning July 1, 1972 and ending June 30, 1973. Programs which extend beyond June 30 
are required to adopt the rate approved for the fiscal year in which that portion 
of the program is operated. The fiscal year to which the rate applies is indicated 
in the heading of rate computation Form (RO 415), the rate is applicable during 
that fiscal period only. In addition, programs operated in any one fiscal year 
may apply only the approved rate. 

The legislation governing certain federally funded programs requires that 
federal funds ^'supplement and In no case supplant^^ local* efforts. For these 
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restricted programs this has been Interpreted to mean that only the costs of 
district wide activities, namely Administration and selected Fixed Charges, 
are eligible as indirect costs for rate computation purposes. The most common 
restricted programs, administered by the State agency, in which indirect costs 
are recoverable are: E.S.E.A, Titles I, III, VI and Vocational Education - 
Title I,B. Indirect costs of these programs may be recovered only at the rate 
computed for restricted programs. Column A, of the computation schedule* 

In addition, there are programs which prohibit or limit the recovery of indirect 
costs. If there is a question in this regard it is suggested that reference 
be made to the program guidelines or that the Department of Education be 
contacted. 

Costs must be treated consistently (i.e., expenditures which are considered 
indirect for rate computation purpose may not be considered a direct program 
codt)# For example, of two or more positions of similar responsibility, such 
as administrative assistants, accountants or office managers exist, all 
positions at that level must be classified as either direct or indirect. For 
example, if an administrative assistant is reported on Form B as 2100 Adminis- 
tration, (indirect), all other Administrative Assistants must be classified 
only as an indirect cost in the 2100 account services, The principal physical 
location of personnel does not necessarily identify the correct expenditure 
classification (Instruction, Administration, etc.) however, the project 
expenditure classification must be consistent with that of the Form B. 

Your indirect cost rate may be found at the' bottom'bf t\it attached Indirect 
Cost Rate Computation for Local School Districts, RO 415. 

The rates are computed as follows: 



Unrestricted Col. B » Rate 

Col. C 

Restricted Col. A « Rate 

Col. C + Col. B - Col. A 

(In the restricted programs, the unallowed indirect costs are, 
in effect, considered direct costs*) 

In general, records and other supporting documentation must be retained for 5 
years after the close of the fiscal year in which the expenditure was made or 
until notified that the records are no longer needed. The exception to this 
is that records involved in a Department of Health, Education and Welfare 
audit claim shall be retained until that claim has been resolved. 
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Budgeting For An Indirect Cost Rate 

Restricted Programs 

Approved Grant $20,000 
Indirect Cost Rate 3»067o 

Direct Costs $19,406 

The $19,406 is computed by dividing $20,000 by 1.0306 (Indirect cost rate plus 
103%). $19,406 is the tnaxlmum ainount that can be budgeted for direct costs if 
maximum indirect charges are budgeted and the total grant is applied for« 

A sample E.S.E*A. Title I budget, utilizing the indirect cost rate, might be 
as follows: 

200 Instruction $15,256 

400 Health 750 

500 Transportation 500 

800 Fixed Charges 1,650 

900 Food Services 750 

1100 Community Services 500 

Indirect Costs ($19,406 x 3.067,) 594 

$20.000 



Unrestricted Program^ 

Approved Grant $20,000 

Indirect Cost Rate 26.407o 

Direct Costs $15,823 

The $15,823 Is computed by dividing $20,000 by 1.2640 (total indirect cost 
rate plus 1007.). 

A sample unrestricted program budget using separate Indirect rates might be 
as follows: 

Instruction $12,173 

Attendance 1,000 

Transportation 800 

Fixed Charges 1,350 

Food Service 500 

Indirect Cost 4.177 

$20.000 
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Vftien a budget for a project (with an applicable restricted or unrestricted 
rate) includes a line Item for capital outlay, the computation of the anvount 
available for direct program costs must be preceded by a reduction of the 
amount of capital outlay from the grant amount: 



Approved Grant $20,000 

Capital Outlay 2,000 

Indirect Cost Rate 26,40% 

Direct Costs $14,241 



The $14,241 is computed by subtracting the capital outlay from the approved 
grant and dividing $18,000 by 1.2640 (total Indirect cost rate plus 100%) • 



ADJUSTMENTS 

Instructions For Completing DS-4513 

Circular A-87 provides that the salaries of Assistant Superintendents for 
general administration, the cost of operating their offices (secretary and 
clerical salaries, office supplies and other) and those fringe benefits, such 
as employee insurances,: that are attendant with eligible indirect costs may be 
considered indirect costs ttx rate computation purposes* In addition, the costs 
of food supplies may be excluded from direct costs which reduces the formula 
deaouinator thereby improving the rate. 

The Annual Financial Report (Form B) , upon which the computed rate is based, 
does not provide data sufficient to identify these allowable adjustments* 
Therefore, all reported amounts in the following Form B line items have been 
considered direct: or unallowable in the rate computation: 





Indirect Costs 


Direct 


Total 




Restricted Unrestricted 


Costs 


Costs 


2112 


Salaries of Supt. Ass't. $ $ 


$XX 


$XX 


2128 


Salaries - Sec. & Clerical 


XX 


XX 


2140 


Total Supplies 


XX 


XX 


2160 


Total Other 


XX 


XX 


2783 


Insurance (Fringe Benefits) 


XX 


XX 


3056 


Food for Food Service 


XX 


XX 



To receive adjustment, the local agency must complete Form DS-4513 and return 
to the Michigan Department of Education, Department Services, Box 420, Lansing, 
Michigan 48902* Notification of the adjusted rate will be made by the 
Department » The originally computed rate must be utilized until such time as 
notification o£ the adjusted rate is received* 
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Explanation: Enter only the eligible expenditures reported in the 
identified Form B line items as follows: 



2112 Salaries of Ass't. Supt.(s) 

2128 Salaries Sec* & Clerical 

2140 Office Supplies 

2160 Other 



Identifiable with eligible indirect 
costs. Excludes costs attributable 
to the Supt^s activities, such as 
the full time salary or prorated 
portion of his secretary. 



2783 Fixed Charges - Insurance 

(Fringe Benefits) identifiable 
with salaries in the respective 
columns* 

COSTS TO BE INCLUDED - ACCOUNT 2112 and 2128 

A« Unrestricted indirect costs Include those positions related to general 
administration of the school excluding costs attributable to the position 
of the superintendent and his activities, such as the full time salary or 
prorated portion of his secretary's position* Those positions involving 
accounting budgeting, payroll, personnel, purchasing, employee and public 
relations, etc. Do not report administrative positions (assistant super- 
intendents and directors) as indirect costs that involve the direction and 
supervision of such functions as instruction, guidance, attendance, transpor- 
tation, community services and student services* Secretarial and clerical 
employees supporting the latter positions must not be Included in the indirect 
classification of cost* The costs of this latter group - assistant super- 
intendents, directors and support employees - must be classified as direct 
charges* As such, their charges vcould have to be identified to cost objective 
based on documented time and effort studies* 

B* Two additional administrative positions must be excluded from the conq)utation 
of the restricted rate - administrators and support staff involved in the 
maintenance and operation function, 

COSTS TO BE INCLUDED - ACCOUNT 2140 and 2160 

Include only those costs identifiable with the eligible postions noted above 
with the unrestricted and restricted Indirect costs, 

COSTS TO BE INCLUDED - ACCOUNT 2783 

Include only those Insurance (fringe benefits) identifiable with eligible 
positions noted above with the unrestricted and restricted positions In the 
respective columns. 

COSTS TO BE INCLUDED - ACCOUNT 3056 

Food for Food Service (cost of food supplies) 

If you have any questions, please contact the Program Control Unit, Department of 
Education, 1020 South Washington Avenue, Lansing, Michigan, Phone (517) 373-3350* 
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HeRlonal Vt o sentatlon 

Over the peji five or six years school district officials have complained 
that they have increased costs because of federal proRrams that they could 
not recover because they could not docuiiient the additional costs* These 
Toeetings are to present a method by which these costs can be documented 
without having to make time and effort studies for direct charges. 

The presentation will be divided into four parts: 

General information 
The adjustment for rate types 
Rate computation 
Budgeting with the rate 

All districts have received in the latter part of December an unadjusted 
rate sheet » an adjustment form and a set of general instructions for co^a- 
pletion of the adjustment formi 

You may note some inconsistencies in the method of identifying those costs 
which are direct and indirect and the method in computing the rate but it 
is not possible to explain them* 

The rate will be mandatory for recovery of general administrative costs 
after July 1, 1973. 

Rates can be used this year if a school district chooses. The advantage to 
the use of the rate is chat once a rate has been approved, the necessity for 
time/effort studies to substantiate general administrative costs will not be 
necessary* 

An important point to remember though is that no extra funds are available 
to reimburse districts when the rate is used. The reimbursement comes out 
of the regular grant award. 



REOIOKAL MEETINGS ON INDIRECT COSTS FOR FEDERAL & STATE PROGRAMS 




Ma8on-9:30 a.m. 
January 3, Ingham 
Intermediate Office 
Conference Area, 2630 v;. 
Hove II Road 

Bay Ctty »9:00 a.m. January 8 
Bay-Arenac Intermediate Office 
4228 Two Mile Road 
Flint ^2; 00 p.tt» January 8 
Genesee Intermediate Office 

2413 Maple Avenue 
Muskegon - 9; 00 a.m. January 9 
Muskegon Intermediate Office 
630 Harvey Street 
Grand Rapid8 *-2;00 p.m. January 
K^nt Intermediate Office 
2650 E. Beltline, S.E. 
Portage *'9;00 a.m. January 10 
Kalamazoo Intennediate Office 
1819 E. Milham Road 
Jack6on-2:00 p.ti. January 10 
Jackson Intermediate Office 
2301 v.. Michigan Ave. 
Traverse City 9;00 a.m. January 11 
Traverse Bay Intermediate Office 
2325 S. Garfield Road 
Roscommon «2;00 p.m. January 11 
Klrtland Community College Auditor i- 
F-97 N. of St. Helen 
Cleroens *9?00 a.m. January 



Macomb Intermediate Office 
44001 Garfield Road 
Pontlac-2:00 p.m. January 12 
Oakland School *8 Kiva 



2100 Pontiac 
Bellevllle-9 



Lake Road 

00 a.m. January 

Buren Public High School 



Van 

501 W. Columbia 

Ann Arbor ''2;00 p.m. January 16 
Washtenaw Intermediate Office 
1819 S. Wager Road 



16 

Auditorium 



14* Marquette ** 1:00 p.m. January 16 
Northern Michigan University 
Don Bottom University Center-Erie ko<rai 



Ally Questions Regarding These Meetings, 
Contact Program Control Itoit (517) 373-3350 
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GENERAL 



An dutcorae of the Elementary and Secondary Education Ainendments of 1969 » 
Public Law 91«-230/ Section 4146b, was the establishment of a procedure to 
recover Indirect co3ta« In that section It provides 8 

"The Commissioner shall peralt local educational agencies 
to use organized and systematic approaches In determining 
cost allocation I measurement and reporting • « « that such 
approaches are consistent with criteria prescribed by the 
Comptroller General of the United States « # J* 

The guideline for this procedure Is Bureau of the Budget Circular A-87» 
which Is a part of A Guide for Local Goyernment Agencies * Establishing Coat 
Proposals for Grants and Contracts with the Federal Government QASC-'8 « 

A-'S? establishes principles designed to provide that federally assisted 
programs bear their fair share of costs recognised under these principles 
except where restricted or prohibited by law« The establishment In an In** 
direct cost rate does not dictate the extent of federal participation In 
the financing of a particular grant * An Indirect cost rate Is a device for 
determining In a reasonable manner what proportion of general expenses each 
program should bear* 

However^ there Is no universal rule for classifying certain costs as either 
direct or Indirect under every accounting system* A cost may be direct 
with respect to some specific service or function but Indirect with respect 
to th6 grant or other ultimate cost objective* It Is essential, therefore^ 
that each Item of cost be treated consistently either as a direct or an 
Indirect cost* Specific guides for determining direct and Indirect costs 
allocable under grant programs are provided later* 
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The basic factors affecting the allowability of indirect coats arei 

1) The costs raudt be necessary and reasonable for proper and 
efficient administration of the grant program and not be a general 
expense required to carry out the overall responsibilities of the 
school district. This is interpreted to exclude the costs of 
boards of educatloni district superintendents i and building 
principals I etCi 

2) The costs must conform to any limitation or exclusion set forth 
^xi the principles of A^87| federal and state lavs and regulations* 

3) The cost must not be allocable to or included as a cost of any 
other federally financed program* 

On the subject of allocation of costs i the following should be considered! 

1) A cost is allocable to a particular cost objective to the extent 
of benefits received by such coi^t objective* A cost objective 
is defined as a pool| center i or area established for the 
accumulation of cost* Such areas include organizational units and 
functions^ as well as ultimate cost objectives including specific 
RrantS i projects, contractsi and other activities* 

2) Any costs allocable to a particular grant or cost objective under 
the principles of A^87 may not be shifted to other federal grant 
programs to overcome fund deficiencies i avoid reatrlctlons Imposed 
by law or grant agreements , or for other reasons* 

Direct costs are those that can be readily identified with a particular 
cost objective. These costs may be charged directly to grants and contracts* 
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Indirect costa are those (a) Incurred for a common or Joint purpose 
benefiting more than one cost objectlvei and (b) not readily assignable to 
the cost oblectivGs specifically benefited without effort disproportionate 
to the results achieved, Tlie terra "indirect costs'* applies to costs in- 
curred by the acUool district for goods, services > and facilities and not 
readily assignable to a cost objective* 

Federal grants^ may be subject to laws that limit the amount of indirect 
costs that may be allowed. Agencies that sponsor grants of this type will 
establish procedures which will assure that the amount actually allowed 
for indirect costs under each such grant does not exceed the maximum 
allowable under the statutory limitation or the amount otherwise allowable, 
whichever is the smaller. 

The Office of Education has developed a policy on indirect costs established 
by the Office of Management and Budget (0MB) in Clircular A-87 and the 
relationship of the Circular to grant programs administered by state educa- 
tional agencies (SEA). The state department has been delegated the 
authority to negotiate and approve Indirect cost rates for local educational 
agencies (LEA). Under the terms of the agreement with DREW, and Indirect 
cost rate is the ratio of expenditures for general administration to the 
total of all other expenditures exprecsed as a percentage. Examples of 
general administrative expenditures are payroll, personnel, purchasing, 
accounting, maintenance and operations, budgeting, auditing, etc. It does 
not include expenditures for the Board of Education or other school district 
governing body, for the compensation of the chief administrative officer 
of the school district or of individual schools, or for the operation of 
their Imedlate offices. Such expenditures, although unallowible, must be 
included in the direct cost base for computation purposes* I hose positions 
relating directly to instruction or special services such aa at tendance, 
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healthi tranaportatloni operAtlon o f pla>)ti maintenan of plantt commwity 
aeryices md sU^^ Identified to ceatral adndniatratloni 

ttuat be charged dlractly to the speolf Ic cost objec t ive benef ltad « The 
treatment and application of classea of expenditures in terma of direct and 
indirect coat ahould be consistent throughout the analyaia of coatst 
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ADJUST. ij.;rr form 



Tlie badlc development of the rate la accomplished by segregating costs 
as reported on the Form B, Annual Financial Report, Into two categories - 
direct and Indirect* The following expenditure acco\mt Series are 
classified aa direct costs i 

Instruction 
Attendance 
Health Services 
Transportation Services 
Conmunlty Services 
Student Services 

The balance of the expenditure account series is classified in various 
ways within the Individual account series. In the administration series of 
accounts (2100) » the board of education and superintendent position with 
their related personnel and other costs are unallowable as Indirect coata« 
For computation purpose they are included In the direct category. 

The disposition of asslsant superintendent (s) and related staff costs is 
based on the activity of the assistant (s). If it is classified as general 
adxalnistrativei it falls in the indirect category. If the assistant super^ 
lntendent*s activity is limited in scope to one of the direct cost 
activltiesi his costs will fall In the direct category; i.e.i assistant 
superintendent for elementary Instruction, assistant superintendent for 
instruction, assistant superintendent for special education, director of 
food services, director of transportation. 



Account Series 
IICO - 1900 
2200 
2300 
2400 
2900 
3000 



If the assistant superintendent's activity is related to business admin«* 
Istrationi personneli tnalntenance and operation of planti etc.i then the 
costs are considered lndlrect« The related support personnel and other 
costs would also be categorized as indirect* 

Audit costs I if billed by the audit firm to the grant or cont?act| are 
allowable as a direct charge* This ruling was tnada subsequent to the 
preparation of Form 4513* If you choose to recover these costs on a direct 
charge basis i an adjustioent for total audit costs should be noted on the 
back of the form so a correction of the indirect costs can be nade» 

In the account series 2700| Fixed Charges i the Interest on loans is excluded 
from both categories of costs (2785)* Rental of land and building should 
be categorised direct or indirect according to the function served (2784)* 
Other fixed charges (2786) are categorized as direct costs* The fringe 
benefit accounts (2781| 2782 » 2783) are associated with the salaries 
generating them* Therefore i they are both direct and indirect costs* 
Rental of data processing equlpgient (2787) is an indirect cost* 

Replacement of equipment costs in the maintenance account series must be 
direct charged. Therefore^ in the computation of the rate this type of 
expenditure is assigned to the direct cost category* 

The capital outlay series of accounts are dropped from the computation 
completely. 

Under the food service class of expenditure* the amount expended for food 
should be removed from the computation! 
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RATK TYPES 



Therft are tvo types of indirect cost classifications to be considered - 
unrestricted indirect and restricted indirect* The restricted indirect 
rate la the result of legislation and rof^ulations within each of the grant 
prograaa. Elementary and Secondary Education Act Title I requires thati 
"Federal funds made available under this title vilL be so 
uaed aa to (1) suppleoent and # # • increase the level of 
funds • # « (11) in no caaet as to supplant such funds from 
tum-*federal sources • • 

The nare fact that certain categories of costs are listed as allowable 
in 0MB Circular A-87 does not mean that Title I should bear a portion of 
all such costs which are Incurred by a school district unless (1) some 
relationship can be shown between those costs and the Title I program* and 
(2) Title I funds do not supplant non^federal funds; ifte«» do not pay for 
costs that would otherwise be borne by state and local funds* 

Based CO the above points* the Office of Education has retnoved nalnte-* 
nance and operation costs from the Indirect rate in the supplement - supplant 
grants* This particular situation brings out the point that 0MB Circular 
A<«87 la restricted by grant legislation and regulations* 

The unrestricted rate is used with grants and contracts that do not have 
the supplement/supplant langtiage in their controlling regulation and guide* 
lines. 

In all cases no rate uaed is permitted unless a provision is contained In 
the grant or contract for its allowance* 
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BUDGETING 



To use the rate in budgeting for a Title I project you determine the amount 
of the grant available to you« The rate is determined from your final rate 
sheet » Add the direct cost of the program as 100% and the rate as final 
computed* Divide the amount of the grant by this sum and you will have 
determined the amount of funds available for direct program costs* 

Facts X 



Grant Award $105»000 
Direct Cost (Ho 

Capital Outlay) lOOZ 

Indirect Rate 5X 

Computatiott t 

Sumt lOOZ ^5% - 1.05 

105|OO0 - 1*05 - $100|000 
Check t Program 

Direct Cost 100»000 

5X Indirect Rate 4- 5^000 

Grant Award $105 ,000 



There is no requirement that a district use its full rate* The full rate 
computation sets the maximum limit of indirect costs available* 

Administrative costs are to be recovered by the indirect rate method on a 
mandatory basis as of July 1| 1973* 

There has been confusion in prior periods as to what constitutes admlnia- 
tratlve costs* Project directors i although considered administrators of 
the program^ are actually to be classified under the line Item of expen- 
ditures '^Instruction." Administration as a line item on a budget form and 
indirect costs are Interchangeable terms In this instance. 
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One caution} Do not apply the rate to budgeted capital out lay # The 
amount available for programsi if the maximum rate allowable is usedi la 
determined by subtracting capital outlay from the grant award and then 
going through the previously noted computation* 



0 
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RATE COiff UTATiON 

The rate computation after all classed of expenditures have been categorized 
into direct I indirect p and/or eliminated becomes a ratio esqpressed as a 
percentage i 

Unrestricted Indirect Rate 

Colupn B • X Rate 
Column G 

Restricted Indirect Rate 

, , Column ^ A • % Rate 

Column C 4- Column B » Column A 

The local school district will initially receive a preliminary unadjusted 
rate which is based on the district *s Form B and an indirect cost rate 
adjustment schedule Form DS^AS13« The preliminary rate sheet will reflect 
all variable items as direct costs* The Form B does not provide data 
sufficient to identify all allowable indirect costs* A school district can 
accept the computed rate by sending back the adjustment form with no 
corrections i This will signify acceptance. If a district chooses » it may 
make the adjustments which have been discussed and which are noted in the 
instructions to accompany the forma* The adjustments are returned to the 
Department of Education and the appropriate corrections are made and final 
rates are computed* These rates will be returned to the school district* 

The total cost of a grant program is comprised of the allowable direct 
cost incident to its perforioance plus its allocable portion oi allowable 
indirect costs less applicable credits* 

When filing a final expenditure report i the school district should apply 
the approved rate to the actual expenditures (excluding capital outlay) 



to dattrmlae dmoimt of recoverable indirect C08t« Do not confuse budgeted 
indirect costs with actual recoverable indirect costs. Remember the amounts 
of costs recoverable must fall within the grant amount — c/^pltal outlay + 
other direct costs f indirect costs should not exceed the grant. 

Any errors in distribution of costs in the Form B should be corrected when 
filing the adjustment schedule Form OS*-4513i If adjustments Involve other 
expenditures than provided on the formi please attach a separate sheet with 
the amounts and an explanation. Consistent treatment of kinds of expen« 
ditures is a muat. You cannot charge a bookkeeper in one case aa a direct 
cost on a project and an Indirect cost on Form B in another case. 

The costs reflected in the rate computation are subject to audit as a 
responsibility of the Department* It is anticipated that DHCW Audit Agency 
will select local education agencies for audit review to determine that the 
cost plans have been prepared and used in accordance with the delegation of 
authority and that costs are treated consistently. 
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Exhibit I 



A GUIDE FOR 

I 

LOCAL GOVERNMENT 
AGENCIES 



Establishing Cost Allocation 
Plans and Indirect Cost Proposals 
for Grants and Contracts 
with the 
Federal Government 



U.S. DEPARTMENT OF 
HEALTH, EDUCATION, AND WELFARE 



Exhibit li 

FORM B 
DIRECT COSTS 

Ixxx iNSTRUCTiON: 

1100 Eiementary 

1200 Secondary 

1300 Speclai Education 

1400 Summer School 

1500 Adult Education 

1600 Community College 

1900 Unclassified 

22xx ATTENDANCE 

23xx HEALTH SERVICES 

24xx TRANSPORTATION 

29xx COMMUNITY SERVICES 

BOxx FOOD SERVICES 

31xx BOOKSTORE 

32xx STUDENT BODY ACT 



Exhibit III 



FORM B 



INDIRECT COSTS 



21xx ADMINISTRATION: Consists of those activities which 
have as their purpose the general regulation, direction, and 
control of the affairs of the school district that are systemwide 
and not confined to one school, subject, or narrow phase of 
school activity. 

POSITIONS ALLOWABLE as INDIRECT 

• General Administration 

• Personnel 

• Accounting and Finance 

• Budgeting 

• Purchasing 

• Administration of BIdg. and Grnds. (Unrestricted) 

• Centralized Research (Benefit to Contracts Grants) 

• Data Processing 

POSITIONS UNALLOWABLE as INDIRECT 

• Subject or Function Coordinator or Director (Instruct.) 

• Cafeteria 

• Community School Coordinator 

• Instructional Materials 

• Libraries 

• Transportation 

• State/Federal Special Projects Coordinator 

• Information and Publication Services 

• Public or Community Relations 

• Legislative 
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FORM B 



INDIRECT COSTS 



The following two cost categories are excluded when computing the 
restricted indirect rate becauseof the "supplement not supplant" 
language. 

25xx OPERATION OF PLANT Consists of the house- 
keeping activities concerned with keeping the physical 
plant open and ready for use. These costs are allowed 
as an Indirect costs when computing an unrestricted 
rate. 



26xx MAINTENANCE OF PLANT Consists of those 
activities that are concerned with keeping the grounds, 
buildings, and equipment at their original condition of 
completeness or efficiency, either through repairs or 
by replacements of property (anything less than replace- 
ment of a total building). These costs are allowed as Indirect 
costs when computing an unrestricted rate. The cost of 
replacement of equipment In this category must be direct 
charged to a grant or contract. 



Exhibit V 



27xx FIXED CHARGES: Are expenditures of a generally 
recurrent nature which are not readily allocable to other 
expenditure accounts. 

INDIRECT COSTS: Fringe benefit insurances associated with 
positions Included In the Indirect cost category should be 
recorded In Column A and/or B of the adjustment sheet where 
appropriate. 

• Rental of Data Processing Equipment 12787) 
DIRECT COSTS: 

• Other Insurances 

• Rental of Land and Buildings (2784) 
f Other Fixed Charges (2786) 

EXCLUSION: 

f Interest on Short-Term Loans (2785) 
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Exhibit VI 



OS-4S13 Michigan Departmenl of gducatiort 

10/72 Department SerWcei 

PROGRAM CONTROL UNIT 
Box 420 Lantfng, Michigan 48902 

FISCAL Y€AR 1972-73 INDIRECT COST RATE ADJUSTMENTS 



EDUCATIONAL 
AGENCY 


Legal Name of School District 


DiitrlctCoda No. 


Teiephone-Afea Code/local No. 


Arfdfejs * 


City 


Zip Code 



MAILING INSTRUCTIONS: Return ONE copy by JANUARY 30. 1973 to the STATE address indicated above. 



ACCT. 
NO. 


ACCOUNT DESCRIPTION 


INDIRECT COSTS 


OtRECT COSTS 


Restricted 
A 


Unrestricted 
B 


2112 


ASSISTANT SURE Rl NTE NDE NT IS) 
a. Salaries (See below M 


$ 


$ 




2128 


b. Secretarial and Clerical Salaries 








2140 


c. Office Supplies 








2160 


d. Other 








2783 


FIXED CHARGES-INSURANCE (Fringe Benefits) 
{Associated with 1 ndirect Salaries ONLY) 








3056 


FOOD FOR FOODSERVICE 

(Deducted from direct costs for rate computation purposes) 






$ 




TOTAL ADJUSTMENTS 


$ 


s 


$ 



•List positions included in the adlustrr^nt to Account 21 12. Complete list on back of this form if additional space is necessary. 



ASSISTANT SUPERINTENOE^T^S) 


Title of Position 


F.T.E. Positions 























CERTIFICATION: I certify that the above adjustments are true and correct to the best of my knowledge. 

Fornn B errors should be noted on the back of this form. Audit cost correction figure should be noted on back of form if 
costs are directly billed for grants and contracts. Move total aud't cost from indirect to direct. 




Exhibit VI I 



RATE COMPUTATION 



ADJUSTMCfNiTS FROM FORM #4513 

COLUMN A - 
COLUMN B - 
COLUMN C - 



TOTALS FROM RATE COMPUTATION SHEET #R0415 



Column A 


Column G 


Column C 


Column D 


Indirect Costs 


Direct 


Total 


Rest. 


Unrest. 


Costs 


Costs 



•♦TOTAL 

PRELIM. RATE % % 

ADJUSTMENTS 

ADJUST. TOTAL 

ADJUST. RATE % % 

Column A Column B 

Col. C + (Col. B - A) Column C 
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Exhibit VI 1 1 



RATE COMPUTATION 



COLUMN A 
COLUMN B 
COLUMN C 



ADJUSTMENTS FROM FORM #4513 

$500 - Insurance applicable to restricted pos. 

$800 - Insurance applicable to unrestricted pos. (Includes Col. A - $500) 
$200 - Food costs 



TOTALS FROM RATE COMPUTATION SHEET #R0415 



♦•TOTAL 

PRELIM, RATE 
ADJUSTMENTS 
ADJUST. TOTAL 
ADJUST. RATE 



7.39 % 14.74 % 



I A 



Column A Column B 
Indirect Costs 


Column C 
Direct 


Column 0 
Total 


Rest. 1 


Unrest. 


Costs 


Costs 

— . ■ 


$1,000 


$2,000 


$20,000 


$20,500 


5 % 


10 % 






+500 


+800 


-1.000 




$t,500 


$2,800 


$19,000 


$20,500 



Column A 



Col.C + <ColB- A) 



Column B 
Column C 
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Exhibit X 



CM 
UJ 



I a 

3 P 



M CM 



M r- CO 



ERIC 



r 



O CM CM U> P 

8* Op <0* 



CO 



5? 



<NO)0>(Ot- CPCM Q 

<6r^iftino r-co coco 



r» CO 



^ r- 
CM 



C 

E 



1 

c 



§ § ^ 



CON in co c woin 

r-inr- r- 00 r- f— 



f> 00 Op r> Cf> 



8 



'•6 
I £ 

< x? 
c 
€ 



I 
I 



§o o 
* « * 

00 in 

r- in r- 



in Q o o in 

JOOgjOOO 



ft p 
"I <0 



in 

3 

g 




* « S X 

.9 S tJ 2 
3 ? £ 

If ! 

i?^ i 

UJ c/i to c7> 

BBB^BSB E 

0000000*9 

HHh-HHHH< 



c 

El 

I? I 

5 if 1 S 



t 

< 
S o 

n 

.9 0 



X X 
liJ UJ 



♦-^t-^^r-f-CM<MCM<MCM<MCMCM<MCMCMCMCMCMCM< 



"3 
a 

UJ 

s 

OC 

tJ 

9> 



tXHIBIT XI 



DS-4SI3 
10/72 



Hlehigan Depvtmtnt of Education 
Oepartmtnt S*fvfc«i 
PROGRAM CONTROL UNIT 
Box 420 Lantini, HIehlitrt 4m2 



FISCAL YEAR in2-13 INDIRECT COST RATE ADJUSTMENTS 



iOUCATlpNAL 
ACENCY 


L«|at Hama of School OlitricI 


District Cod# No. - 


Tilephone - Area Code/Loctl No, 


Ad(fr«$$ 


City 


Zip Codo 



HAILING INSTRUCTIONS: Return ONE copy by JANUAKV 30 , 1^73 toth« STATE addrota Irvdicatad abova. 



ACCT. 
NO. 



ACCOUNT DESCRIPTION 



ASSISTANT SUPERINTSNDENT{S) 
a. Salarlat (Saa batow>) 



INDIRECT COSTS 



Raitrlctad 
A 



Unraitrjctad 
B 



DIRECT COSTS 
C 




2111 



» 18,500 



2128 



b. Sacraka/lal and ClarJcal Salarlat 



28,775 



»»3»875 



2M0 



c. Offka Suppliat 



8,770 



10,995 



2160 



d. Othar 



10,775 



15tl90 



2783 



FIXED CHARGES INSURANCE (Pringa BanaflU) 
(Aatoclatad with Indlract Salviat OKLY) 



l»,500 

m 



30,550 



30S6 



FOOD FOR FOOD SERVICE 

(Daductad from diract costs for rata cooipiAatlon purpoMs) 




m 



TOTAL AOiUSTMENTS 



71,320 



* u9,no 



H26,7V0 



*L<st positions Included In th« adjustmopt to Account 2112. Compi«t« list on back of this form If MidElioMt Is rMc«s»ary. 



ASSISTANT SUPERINTENDENT(S) 


Titfa of Potttloh 


F.T.E. Poiltlont 


Assistant Superintendent 




General Adainlstratlon 


1.0 















CERTIFICATION: I certify ih^x tha abova adiuttmant» ara trua and correct to the batt of my knowladca* 



Data 



Supeflntar>d«rvt or 
Authorized Orficlal 



(Signatvra) 



Type Name 
Title 



Contact Person 



Tclaphor>a 



(Area Code/Locaf No.) 
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Indirect Cost SEA-LEA from the 
Federal Viewpoint 
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Indirect Costs - SEA-LEA From The 
Federal Viewpoint 

Mr. William Gately, Deputy Chief 
State and Lccal Branch 
Division of Cost Policy and Negotiations 
Office of Grant Administration Policy 

We have various branches of the Division of Grant Administration Policy^ 
one of which is the state and local branch* I am Deputy Chief of the state 
and local branch* Incidentallyi the handout which you have here says 
Appendix 1 A-87* This is not Just hrZl^ it was r.opled from our OAC 6 which 
incorporates A^87 and Includes some esdiibits in Appendix 2 and so forth* 
All of this material is included in the Division of Grant Administration 
Policy booklet OAC 6, A-87 is only Appendix 1* 

Let me make a comment on the original hopes as we go along and see whether 
they worked out or not* One of the first attempts was to establish some 
uniform standards of allowability of reimbursement for overhead costs* The 
best way to explore would be to see what was happening under the present 
method because I think some parts have had very little change and the 
Department is still using the old method in which you attempt to specifically 
identify indirect costs for a particular project* It is Imnedlately apparent 
that there are a lot of disadvantages of doing things this way* There is 
a lack of uniformity » you don't have any guidelines ^ you run into a federal 
grants managements man who says 1*11 allow the accountingi but I wouldn^t 
allow personnel* The next man says I will allow personnel but I won't allow 
accounting* There is no uniformity* It is an arbitrary negotiation when 
you are Chief of a program. You have to do it* If you have 25 programs 
you have to negotiate indirect costs 23 times instead of once* It also 



pteaupp08e8 a degree of sophlstlcatloa In the accounting on the part of 
program people who ate the grants management apeclalieta In the federal 
govemaent and the contracting officers which many times just doesn^t exist* 
A program manager in a state department may be able to get more or less 
Indirect costs depending upon his knowledge and depending on the knowledge 
of the person with whom he is dealing on the federal side of the fence« 
Due to the lack of coordination among state personnel, some of them get 
cost ind others wouldn^t get cost* We hoped they wouldnU recover more than 
lOOZ but that was a possibility too* Invariably, under this luathod, from 
our experience, you recover less in the way of indirect cost by this direct 
Identification then you would have if you used an indirect cost rate* That 
immediately becomes apparent because those of you who have used the rate 
have found out that now the total part of the program is tnore than what it 
was before when you tried to identify it* It immediately became apparent 
that we weren^t charging enough* Ve forgot about this item and that item 
and some other items or we knew that they should have been allocated* We 
couldn*t try to identify how xtMch should be allocated to each particular 
program and therefore, we were not able to do no and we did not attempt to 

do 80* 

Mew by using an indirect cost rate or rates we have come up with a number 
of pools or one group of pools of Indirect costs and by using a rate we 
know how ouch is applicable for each program theoretically* It did have 
some advantages** The advantages that we did have were probably familiar- 
ities like a comfortable old shoe, everybody knew what they were doing« 
You hate to change* You don*t know what this stuff about the indirect cost 
rate is* What are they talking about? I don't know what they are talking 
about. Why don't we continue the way we were doing it before* Also the 
program people on the federal side, they liked the old method better 



because they had better control over Iti They could see exactly what wa8 
going In there • Kow they get an Indirect cost rate and say well my Crod 
what Is going Into that rate. Look at that - 2S2« What In the world Is 
that? And we tell theoi well It Is really none of your business* Ue 
negotiated the rate. We donU exactly say that because we might get fired 
if we got a little too fresh with them. Eventually that Is what we attempt 
to do* We establish the rate and once that rate has been established » to 
the extent that there are no statutory limitations and to the extent that 
there Is funding available » that rate has to be accepted by all program 
people, by all grants management officers, and by all contracting officers. 

Now we don't have much In the way of statutory limitations. We have the 
IX In Title X and we have a few others* As Ron Reguly has pointed out the 
big stumbling block Is lack of funding and there Is no use in my standing 
up here and telling you that just because you got an Indirect cost rate 
you are going to get In every case more money than you got before* It Just 
lsn*t true* In most cases, the vast majority of cases, you will get the 
money. The reason you will not get any more money is that there just Isn* t 
any money there* If they had $100,000.00 to give you last year and you 
used up that $100,000.00, we can't give you $110,000.00 this year because we 
Just don't have it. If the program personnel or a grants management 
specialist tells you we realize your rate is 20Z and we gave you $100^000.00 
last year, even though now under the new method of costing, you are taking 
out some types of cost that is a recognized line item because of the over*- 
head rate. By applying the overhead rate to these new direct costs, you 
come up with a larger amount. It is now $110,000.00, that is all very 
good. We know it is true* We can't give it to you because all we have 
is $100,000.00. 
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I can*t agree with Ron that In roost cased they haven^t been able to recover 
anything* 1 think this is very hard for roe to believe that even in Ron's 
state that nothing was recovered or recoverable* If you sit back and let 
the program people tell you that we've got the money and we donU have any 
statutory limitations but we think that rate Is too hip,ht Or we*ve got an 
administrative manual that says all we can give you is \)%, if you let them 
tell you that I and you don't complain about it to US| to our office if it 
is an HEM program, to 0MB if it is a non-HEW program and for that period 
of time that's how long you are going to continue losing out on indirect 
costs. We donU know about it unless you tell us about it« We do not give 
out the money. All we do is establish the rates. If you don't get the 
money you think you are entitled tO| because of some arbitrary decision on 
the part of grants management persons or contracting officer, the only way 
you get that money is to let us know about it. If you don't let us know, 
you will never get it. So If you continue to sit back and do nothing, 
allow them to tell you this when there Is not justification for it, then 
you have nobody but yourself to blame for that. 

Let me summarize this way, even if you never got another petmy by using the 
indirect cost rate, I think it is to your advantage to do so because it is 
a good management tool. It is easier to do it. Why try to identify in- 
direct costs, if you have 20 programs, why try to do it 20 times. It is bad 
enough to identify the direct costs 20 times, why do ii for the indirect* 
If you can find an easy way out by using a rate, you do it one time, on& 
individual where he happens to be and that is the end of it. Then you just 
use that rate. So I think it is a whole lot easl!&r if there wasn't another 
time involved in it. It is a little tough the first time, but it is not 
as tough as you think it is. You don't have to use multiple rates. As Ron 
pointed out, we were ^oing on that band wagon when Joe was there. He loved 



multiple rates but George Wolff is now the Chief and he doesn't love them# 
We will accept single t^tesi Secondly » you may be able to use it in some 
cases if you are short of roatchingi you could use the Indirect costs for 
matching. Third, if you have new programs, 1 would certainly apply for it* 
I think it would be to your advantage to do so* Fourth, from a negative 
standpoint, if you don't do it, you may sometime in the future find your- 
self getting nothing for indirect costs, so as we pointed out there are 
* problems involved in that« Hopefully^ we can resolve then« 
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Indirect Cost Problems as Viewed by 
Centralized State Administrative Services 



PROBLEMS OF INDIRECf COSTS AS VIEWED BY CENTRALIZED 
STATE ADMINISTRATIVE SERVICES 



By Don Holl^ Coordinator of Federal-State Relations 
Wisconsin Department of Administration 
Madison I Wisconsin 



Many of you are probably aware of what the Consolidated Statewide Indirect 
Cost Allocation Plan is and how It is prepared but permit me to quickly 
recap so we all have a cotnmon base of knowledge and definition* 

State Agencies commonly render various supportive types of services to 
other agencies I such as facilities i motor pools » personnel management 
purchasing etc* In Wisconsin most of these supportive services are supplied 
by our Department of Administration* Some Supportive Services are billed 
directly to state agencies* The costs of central support services are 
generally treated as indirect costs and can be (aa recognized by A*87) added 
to the indirect costs generated within a specific State agency - grantee's 
own shop* 

In order to document or support the claims of central support costs i the 
State Budget agency must compile; and submit for federal approval^ a state- 
wide cost allocation plan which delineates the nature and amount of the 
services provided and relevance to federal projects » the items of expense 
included in the cost» the methods used to distribute the costs i statements 
of state operating procedures for support and descriptions of State orphan-* 
ization* 

There are four basic steps in the preparation of a plant 

1. Identification of the costs of each type of service to be claimed (as 
defined in attachment A^ Section G*l of the cost principles*) 

2* Determination of the method for allocating each type of service to users. 

3* Mathematical allocation of these costs to the user agencies* 

4* Summarization of the amounts allocated into a single » formal » comprehensive 
state«*wide pl.m> 

The complete package is then negotiated with HEW* Any provisional costs 
involved are approved and the actual costs approved are also oubject to a 
subsequent audit by an HEW team* The C*A*P* Is an annual pUii and subject 
to annual review and renewal-update* 

Costs to all central support services furnished by the State Averages $11 
million* The non*billed costs incurred by central agencierj which are 
necessary for the efficient conduct of federal grant programs are distributed 
to grantee state agencies in an amount indicative of the ^ount of services 
provided* The billed services amount to more than half of all services - 
about 6 million out of the 11 million* The remaining 5 ^jilllion is the actual 
meat of the Cost allocation plan* 
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In the organization of Wisconsin State Government each of the central service 
activities makes available its services to each department , including the 
department in which it Is organized ^ as if it were an autonomous service 
agency. For example » the Department of Administration is billed for printing 
production In the same manner as any other state agency. The Department of 
Administration also submitn to the same procedures to hire for a position 
in the classified service as other state agencies, To avoid making alloc- 
ations from one activity to another activity and an allocation back again in 
the Department of Admlnlstrationi a pro rata portion based on the number of 
classified positions in allowable activities (660) to the total number of 
positions in the department (842) is deducted from the allocation base. This 
type of procedure is followed for other activities in the Department of 
Administration: central storesi personnel management i state purchasingi 
printing procurement > central mail services, and the state records center. 
These represent the activities for which no charge is made for processlngt 

After the completion of the total package, including negotiation, audit and 
the Insertion of CAP data elements into each grantee agency - we could 
anticipate about $5 to 600,000 potential return for the central services* 
The grantee's own share of (their indirect costs) or percentage of grants 
$ earned is retained by the grantee agency* The pro rata share attributable 
to the central services (vis CAP) is returned to the state general fund 
and represents a savings* Thus while A-87 does not create a profit, it does 
have the potential for creating some savings in state costs* 

That about covers the preparation and mechanics of the statewide Cost 
Allocation Plan* 

Here's where the problems begin* The overall concept of A**87 is excellent 
but unfortunately principles expressed lead many of us to expectations 
considerably higher than reality* Let's fact it, the entire purpose of 
going through the difficult exercise of indirect cost plan preparations ^ 
is to acquire money • savings - returns on an investment* 

The Problem of Debt service as related to operations costs, 

A-*87 does not recognize debt service costs: 

Our concern is best demonstrated in the matter of "renting" office space to 
federally funded programs (reimbursed In total or In part) which are housed 
in state owned office facilities* Let me explain how the process works in 
Wisconsin* 

First of all, over the years Wisconsin has consistently analyzed and proved 
that state ownership of office facilities is the most economical way for 
the state to provide for its office space needs* Basically, this is due 
to the fact that the state, as owner, is exempted from property taxes, it 
can borrow money at lower interest rates, and it is not involved in a 
profit return, as is the private sector* Whether or not these are fair 
or desirable factors io a matter of philosophy* * *but when considered 
strictly from the cost standpoint as a customer of large amounts of space. 



they are real and provable* In addition ^ state constructed and ovmed space 
can be designed specifically for the purpose for which it Is to be used and 
will meet the high standards of material and workmanship which we impose on 
ourselves as the design and construction agency* Consequently, our goal 
continues to be that of housing all state agency administered programs 
(including those funded by the federal government) in state owned and 
constructed facilities* 

For the past several years, due to the abnormal need we have experienced 
In the 60* s and 70^ s for higher education facilities, hospitals,* correctional 
institutions I and ever«-expanding needs for office facilities, we have not 
been able to meet these demands from current revenues ^ but rather have 
borrowed for construction and have capitalized the facilities over twenty 
to thirty year periods. Up until 1967, because of a constitutional re- 
striction on ^'general obligation** bonding, we were forced to use the building 
corporation borrowing device; however, in 1967 the voters of Wisconsin amended 
the constitution to provide for general obligation bonding which is the 
system of funding we currently use* 

Wisconsin statutes require the State Building Comicission to establish a 
"rental rate'* for all state owned office facilities so as to recover all 
costs of operating the building, including principal and interest payments 
on the debt borrowed to construct the building, maintenance, heating, 
utilities, cleaning, snow removal, security, etc* Each state agency Is 
billed at that rate for the number of square feet of occupancy* Wlien the 
building is fully capitalized, the principal and interest portion of the 
rental rate for that particular building is eliminated. 

Consequently, for the federal government to disallow the interest part of 
the rental cost for federally funded programs is to arbitrarily reject one 
of the actual and real costs of carrying out the program* It is no more 
logical to refuse to pay the interest cost than it is to disallow the 
cleaning cost or maintenance or insurance* . .yet these are all recognized 
and allowable costs. 

What is particularly mystifying is that the A*-87 guidelines permit allowance 
of the full rental cost, if^ the activity is housed in a privately owned 
facility when the rate there (if the owner is going to stay in business) 
includes interest (at a considerably higher rate than the state pays) 
plus property taxes and profit. 

The practical result of this is that the property manager (in our case the 
Wisconsin Department of Administration) who is held responsible for 
recovering his total costs, including interest, will, of necessity, give 
occupancy preference in state owned buildings to state funded programs 
forcing federally funded activities to locate elsewhere. When viewed from 
the total management and program responsibilities of a given state admin- 
istrator (who may well be administering both state and federally funded 
programs in his agency) this type of space assignment policy is most 
undesirable and can lead to duplication of staffing functions, inefficiency, 
confusion to the public, and less productivity than could otherwise be 
expected. 
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Our expciiencc hns proven that it is more costly to lease private space 
than to ''rent** state ovmed buildings, including interest costs. Decisions 
to lease or to purchase are admittedly not always based simply on cost 
due to exigencies or other program expediting needs/ However, on the 
basis of ovev all policy developrient and long term fiscal economy, Interest 
cost reitobursement is a factor which is regularly recognized by state 
agency grantees. 

We strongly urge a federal policy change which will recognize interest as 
a normal cost of program administration which should be reimbursable in the 
general philosophy of the A-87 concepts. 

The most mystifying part of the entire A-87 concept is the conflict of 
policy between two areas of the federal govemiaent. The Executive portion 
of federal government embraces the cost recognition principles of A-87 
but the Legislative portion of government - Congress - does not appear to 
have ever heard of it I (That lack of communication is of course, now new.) 
The point is that unless the Executive Agencies and 0MB can induce or 
educate Congress to recognize the principles of A-87, we have little hope 
for A-87 to become a fully adequate means of realizing significant savings 
through indirect cost rate recognition. 

Let me explain that statement more clearly. I am talking about the ''moment 
of truth" when after agonizing efforts to arrive at indirect costs and 
negotiate cost, rates, you discover that these rates can not be applied 
to some of your feder&l aid grants and more often than not, the rates 
cannot be applied to the larger (Big Money) grants. This is when the 
impact of two lines in the objectives statement contained in Circular 
A-87 really hits home# "They are designed to provide that federally assisted 
programs bear their fair share of costs recognized under these principles, 
except when restricted or prohibited by law." In the word "law" lies the 
root of our problem. with Congress. Because all too often the federal law 
which created the grant program specifies by formula the total dollars 
available to each state, or specif ies .hard dollar matching, the Congressional 
mandate effectively precludes practical application of A-87* In the case 
of formula grants (which specifies maximum federal dollar assistance) the 
grantee could presumably use part of the federal dollars to reimburse for 
Indirect costs by merely reducing the funds available for direct program 
operation - this Peter vs Paul syndrome is generally unpopular and an 
undesirable alternative for most grantee officials. In some formula grants 
matching amounts are specified, while other programs laws permit the hard 
match to be reduced to serve as an equalizer for approved Indirect costs, 
but this option is inconsistently applied and not to be relied upon. 
The advent of Circular A- 102 which siiandardlzes many grant procedures, 
including definitions of matching funds, should help remove truch of the 
present ambiguity related to the matching funds situation. 

I recall back in early 1969 when we were first being Introduced to old 
No. 87, when the states first expressed some of our doubts to Nate Karol, 
Hank Kirscheiimann and others, we asked - Where's the money coming from? 
(Sounds like a commercial for Household Finance Corporation). At that time 
they candidly admitted there was not any new money available nor was 
there any magic pot at the end of the rainbow. However » we were encouraged 
to enter into the arduous indir'^ct cost plan process with the view that 
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while Immediate benefits rdght be mlnoti In the long pull added benefits could 
accrue, The Executive agencies, especially HEW proposed to use the data 
assembled from each ^tate as backup and documentation to take to Congress to 
demonstrate the need for Increased program appropriations - especially 
appropriations which would be for program needs plus indirect cost 
relmbursroent • 

In all fairness to HEW» they may have made a concerted effort In this regard 
to educate Congress* But to the best of my knowledgei I am not aware of any 
evidence to this effect. With the wealth of indirect cost data now 
available it is not unreasonable to assume that an estimate of national 
Indirect cost reimbursement could be made and this information then trans"- 
mltted vigorously to the appropriate Committees of Congress* Legislation for 
new or renewable programs could be constructed to reflect both program- 
matical and indirect cost fundingi so that presently enunciated executive 
policy can soon become a workablet equitable national policy« 

It is my view that the A-87 principles, while conceived in the best of intentions 
have resulted in some discrimanatory practices which have produced gross 
inequities in the grant in aid systems* 

Recommended action - Insistence upon response for national policy 

- Through your grantor agencies 

- Through the Federal Regional Council 

- Through Congressional delegations 
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Indirect Cost Problems - LEA Viewpoint 



Problems of Federal Funded Indirect Coats 
from the LFA Viewpoint 

Mr* Fred K. Holt| Superintendent 
Janesvllle Public Schools 
Janesvlllei Wisconsin 

I hope that I can be of sorae help to you and your deliberations at the 
state and federal levels* I understand that I am the only one here who is 
in a local district assignnent* 

I am intrigued with that 0MB title* In our communityi the public would 
probably say that means "the officer of much bologna'' reflecting an attitude 
toward administration and administrative costs either direct or Indirect* 
Or the kids might say he is that ^'Old Manager of Bureaucracy" or some other 
such use of those letters* I am always Intrigued with the alphabet soup 
that comes out of various places including Washington* 1*11 have to admit » 
I among other colleagues in school admlniatratloni have a difficult tine 
keeping up with all these letters; what they mean and how they Interrelate » 
and I am sure that toy fellow superintendents all over the country recognize 
that the situation might be one way this week as charted so beautifully^ 
but next week it might be quite different* There are a nuznber of changes 
coming to us every week correcting what we Interpreted the week before or 
two weeks before and| believe mei the people on our staff who have the 
degree of expertise that we are able to provide with reductions because of 
budget cut-*back8| devote considerable time to federal program coordination* 

In our case coordination is handled by a man who wears two hatsi one as 
Federal Program Coordinator^ the other as Local Vocational Education 
Coordinator* For him to keep on top of all that la necessary for a system 



like ours aiul to (io tlie job is a t;ti\endous task. We need more expert help 
than we can provide and I am very liappy every tiine anythlnp, coraes to my 
desk^ to give it to him so that he can interpret it. l/lien Robb gave rae 
a 30-page document to look at and a week later I only completed 12 pages of 
it, 1 had this youn^ man read it over and give toe the essence that I could 
use. We were both rather confused. I have learned a great deal today and 
I appreciate being here, I hope I can transmit some of what has been going 
on to other Wisconsin communities as well as to our own district. 

We had a board meeting last nighty during which we were discussing how to 
cut $497,000 out of a budget of about 13.5 million, and all the points of 
view that nine different board members had were in evidence. On the whole 
everything came out quite well. In Wisconsin, we are facing some difficult 
financial problems. I am sure everyone that comes from a different state 
has similar kinds of experiences. Having worked at the local level at one 
time or another, you are aware of how difficult it is to face up to the 
economic problems you have with a political structure that you must maneuver 
within and still try to get the job done. 

I think I am speaking for most superintendents, when we examine the vocab- 
ulary used in all the documents that make up state and federal programs and 
directives, we want to be sure we understand that vocabulary, and interpret 
it to our own unique situations. This morning in the Interchange that you 
people had, you were talking in a language that is somewhat foreign to 
those of us who aren^t close to the situation, l^en we get into the field 
of indirect costs toward which this conference is directed, I can tell you 
that local educational agencies, as I see then anyway, are confused and are 



not sure Just what can be Justified in the way of time, money, equipment 
and supplies 9 or anything else you might relate to indirect costs« 

I night point out to you who don^t live in Wisconsin that we have 441 
school districts! There are 359 of these districts which are K«12| 59 are 
K-8| and the other 13 are 9*-12. Different types of districts present 
problems at the state level. Bach one of these districts has its own 
unique problem in terms of what it will or will not do in seeking support 
through the state department of federal funds available for programs that 
are worthwhile* I can recall in the early days when this all came about, 
being one of several superintendents in Wisconsin who went to Washington to 
meet President Johnson and get the initial directives ov explanations of the 
title programs that were being put into effect at that time« I can assure 
you when I came back with the assignment to report to our Wisconsin Assoc** 
iation of School District Administrators what I had learned, I had a 
difficult time putting it down in a manner what would be easily understood 
by people who had relatively little experience with this kind of thing« I 
think, honestly, that those of us who lived with it and worked with it 
since 1964-65 up to the present time, have not by any mnans clarified all 
of our confusion, particularly when there seems to be rapid change in the 
way in which the programs are administered and directives issued* 

Be that as it may, I would like to point out that as far as indirect costs 
are concerned, we have made some tentative efforts to include them in any 
proposal we make* Right now in Janesville we have approximately $250,000 
in federal aid programs in operation, either approved or pending approval* 
By no means do I think all are going to be funded. We are concerned first 
of all with what is going to be permitted on direct costs in programs 
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that require matching funda or a ctiialn percentage of local funds} 
especially tliose programs that become available after our budget has been 
adopted. We constantly ask ourselves are we going to be able to provide 
local funds or aren't we, within the limitations of a budget which has 
little or no contingency* In tenis of direct and indirect costs, we find 
we are trying to provide funds for programs after the federal dollars have 
been initiated and after so called seed money has been used up as we learn 
from the state department when we make our initial request* 

There was a time when we felt there is no point in wasting our time or 
efforts on anything but Title I because that happened to be the largest 
amount of looney returned to Wisconsin* In cas(! you donU know it, 
Wisconsin has a long historical tradition of anti**federal aid and anti"* 
federal control* Ue still have that feeling in evidence* A coramunity such 
as odne is quite conservative* I have board members who would Just aa soon 
have nothing to do with any federal money but at the same time are willing 
to admit, when I press them, that the only way that we got some of our 
school buildings back in the 30' s was t^A* Thank the Lord that boards 
back in those days were at least wise enough to accept federal funds with 
relatively few regulations in building those buildings* That kind of 
basic philosophy in the minds of the people with whom you work and the 
coununity in which you live, has a lot to do with whether or not you, as an 
administrator trying to get the most value for youngsters from a program 
that has to do with federal support, can determine what's logical and what^s 
reasonable and what we can expect to do* 



When we do tneet with defeat or have a rejection of a proposal on which we 
spent a lot of time, we ask was it time wasted or did we learn something ^ 
that will help us the next time around* So in the area of indirect costs, 



some of the difficulties that we have encountered will determine the accept- 
ability or what is logical to include for what is called supervision or 
administration. We fear that if we try to put into a proposal more money 
then we think might be acceptable for the administrative or supervisory 
aspect of the total program, it is going to be rejected. In our escperlence, 
some of these indirect cost requests have been deniedi Basically, I think 
we should be sure that what we can get is devoted to the welfare of children 
who are in need of programs that federal projects will permit, whether it 
is Title III or Title I, Title II, or Title VI; whatever it might be. 

We had an experience with the Omnibus Crime Bill last year. This is the 
best example I can think of, where we tried to analyze clerical, maintenance 
of plant, operation and administrative costs, as well as the input of a 
variety of staff members who helped develop what we thought was a pretty 
sound program and for which we had a lot of encouragement from the people 
in the Justice Department of Madison. We were told to do all you can to 
implement it. We had a few more people work on it; time was consumed; 
paper was consumed, as well as hours of consultation. We were quite con- 
fident Chat we were going to get approval. Everything was fine until it 
came right down to the last analysis when the Board of Review decided that 
the long standing reputation of Janesville as being a wealthy community 
meant that you can't Justify this kind of a program even though it was 
aimed at Juvenile delinquency in certain parts of our district. The 
disappointment and the blow to the morale of the staff members who devoted 
80 much time and effort was obvious. They were reluctant thereafter to 
work with any kind of federal proposal, particularly if indirect costs were 
Involved. 



11>oae indirect cost, th.t Ve thou,„t were Important 1. that particular 
Ptoject included the portion of tirac of people In our staff, the In-klnd 
aapects of the program that vere legitimate In our judgment at least. We 
had confidence that our overall proposal for the direct and Indirect costs 
in thla project made sense, and to receive a very negative rejection wa. a 
didcourAgement. 

twill have to admit that we are still optimistic enough to think that we 
have other projects that are worthy of state approval, that meet the federal 
guidelines, and in which we are incorporating some indirect costs as part 
of the proposal. But I think you will agree that in most every community 
«d every Board of Education, there is a reluctance now, more than ever 
before, to permit very much being allocated to "administration" whatever 
that term might cover. When we present a proposal and break it down to the 
Board of Education, representatives of both city and rural people, you can 
not help but «ense a reluctance to show that we have some indirect admlu- 
i^tratlve costs that are logical to this program for which we ought to get 
some return. Il,e immediate feeling is if you are going to put that much 
money In a request for "administration" it must be that we aren't going to 
do all we Should be able to do directly for the youngsters Involved. Me 
^rt going to have to cut down somewhere on supplies and equipment, salaries 
of people who are directly assigned to it, whether a m. project, a 90% 
project, or lOOX; whatever it might be. r,is creates difficulty just in 
selling it. trying to make a political sellj but so far we have been very 
successful. Right now we must prove that we need an ecology project, one 
in Consumer Education, and an EllR Welding programj all In Title III. None 
of these are very extensive but in 6ach we Incorporate a few of these costs 
that are described so well m the 30-page document on indirect cosfca. 



Appdreittly* the proposals wore prepared well cuough and the comrauxiicatlon 
was accutdte enough for the members of the State Department who have the 
authority to determine whether or not they are approved* All we have to 
find out now Is are they going to be funded. 

If Mt« Nixon follows the trend towards cutting down on programs that ate to 
be funded out of HEW our chances probably now are less than they were a few 
years ago to get the funding which we have been looking forward to en*- 
thuslastlcally^ This uncertainty casts pes^slmlsm and cynicism In the mlndd 
of all of us at the local level« Wtiy should we bother If we are going to run 
Into that political maneuver to cut back on what Is best for kids all ovet 
the country and to build only on the political level for the things that 
win votes? Why should we spend our time when there are so many other 
things that win votea? Why should we spend our time when there are so many 
other things that our rather limited staff at the central office can devote 
Itself to? There is no <|uestion in anybody's mind that you take people off 
other functions in your system if you are really going to provide the kind . 
of document, the inethod of evaluation, and all that is required in one of 
these proposals to get it approved. We canU do it Just overnight t we can- 
not do it with one person alone} we taust have team effort* You must call 
on a cross-section of skills within your staff to put it together and see 
to it that it id acceptable in the hope that it will be approved and 
secondly, that it is going to be funded* 

When we talk about direct or indirect costs our experience is limited be* 
cause by no means have we been able to do all Milwaukee or Racine or 
Kenosha, for example, have been able to do» We happen to be the seventh 
largest district in Wisconsin now and 1 srt sure we are not equipped 
per#^dnnel*-wi;ie, budget-wide, to provide the kiiid of input which is required 



m getting all projects developed to the point that they are approvable and 
hopefully funded. We are wondering how much we can request of any kind of 
expense related to staff or other legitimate expense that will be acceptable. 
We see what is happening in other states who receive a much greater share 
of federal dollars from Washington than Wisconsin ever did or will. 

Ut's look back at the past seven years and see what has been accomplished. 
I think we can be proud of the fact that our efforts in getting some 
Title I programs into a basic reading, central type program In our 
elementary schools has paid some real dividends for youngsters. I don't 
think we would have been successful without the input of federal dollars 
from Title I, The development of the team teaching, multi-unit, in- 
dividually guided instruction program at the eleu^antary level started with 
Ford Foundation funding, but was picked up through Title III and expanded. 
It might not have reached the point It is today, (and it is very enthu- 
aiastically received in our community) had we not had the help from funds 
in Title III, lie have made progress because of HDEA, the Vocational 
Educational Act, Title 11 and Title VI. So we have to look at the positive 
aide of what has been gained in spite of our reluctance and our resistance 
towards some of the requirements that have been so carefully outlined at 
the state level for us to comply with at the local level. We have tried to 
point out to our taxpayers who have been waving that flag at u^, blaming 
the schools for everything that relates to higher taxes, that in Wisconsin 
60 1/2% of the tax dollar goes to federal government, 23 1/2Z goes to the 
state government. goes to schools, and 6.9% goes for municipalities. 

We show that the state supported municipal services in Janesvllle to the 
extent of'|$9.6X, and for schools only 30.4?:. The person who la complaining 
about his/property tax which admittedly, in our state carries the greatest 



butden of support for elementary and secondary education » does not stop to 
compare his property tax with the amount of money he Is sending to 
Washington I or to Madison • 

The School Board Convention^ for which X leave shortly, to chaperone some 
board coembers tonight and tomorrow at Milwaukee , will again take up the 
difficult problem of how to Influence the Wisconsin legislature to provide 
a greater share of support from the state rather than from property taxes* 
This Is a difficult problem, as you well know In your State, although I 
am aware of the fact there are some states that are not faced with the 
problem to the extent that we are. 

Well, gentlemen, I don't want to prolong this unnecessarily* I know the 
mind will absorb no more than the seat will endure and I would like to 
suggest that there are good reasons why we at the local level try to keep 
after reasonable programs with district, state, and federal support* I 
think the first concern on the part of those of us who are closer to the 
needs of the youngsters In our <Mi unique situation, and our staff and all 
their needs will be to answer the question: Will what we try to do with 
direct or Indirect costs actually prove to be of help to our kids? Lord 
knows there are areas In which we need to Improve and to provide thet kind 
of educational experience that we are not able to do now* gecondly , it i$ 
going to broaden the perspectives of our professional and non^professlonal 
staff (we use a lot of non-professionals) regarding what federal support 
and state support can do for local educational programs? We have seen some 
results of this through Internal operations where people at the level of 
teaching as well as para-prof esslonals and others are learning that there 
is an advantage to be gained by spending time on preparing federal programs 
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that can ,>roWde U.c finances to sea .he« through. TMrd. U Is important 
to get ao.e of our federal tax .oaey back, and a great deal goea to 
Washington fro. Janesville, a General Motors city. We can use it for good 
purposes. Fourth, we need a united effort of school districts in our state 
to give the Department of Public Instruction help to Justify the programs 
at the state level such as Title V and prove to the legislature, or anybody 
else Who asks, that these programs are needed and desirable. It is out 
obligation to help the state department who in turn helps us. This kind of 
team effort is so vital. And fifth. „e need better support fro. our 
various publics. The best ex..nple of strong support is the people who are 
Vitally interested in the handicapped; parents who recognise that so„^ of 
the things we have been able to do for the handicapped are happening 
because Of increased federal and state support. The mandate to provide 
education for all children, ages 3 to 21. covering pre-school, as well as 
post high school education-from the very active support of parent groups 
is evident. It is that great American tradition of parents wanting more 
for theit youngsters than they themselves expexienced. 

1 think each local district needs to continually assess its total program 
and needs to perpetuate a restless discontent of its staff, of its board. 
Of its cotamunlty. By that 1 mean a refusal to be complacent. Each district 
needs Its honest share of state and federal monies available for both 
direct and indirect costs. Me must not sit back and do nothing and become 
a complacent school district, for nobody will thank us for that in the long 



I have tried to do all that Robb suggested that I do in explaining the 
difficulties lea's face. In order for us to continue effectively at the 
local level we must cooperate with the state and federal agencies. We have 
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the language ncansi that it relates to a program in which ye have, a spool tic 
interest* We must understand direct and Indirect costs that are applicable 
to each of our proposals* We must have enough optimi8ra» at least as I see 
it I to make sure that we are going to influence not only our state 
legislature I but our congressmen as well, that we need to continue to 
cooperate and give support to HEW| the Office of Education; break down the 
red tape to the extent possible » try to simplify our language, and come up 
with the program that will be applicable to our own communities. By no 
raeana am I so naive as to think that you can even predict the percentage of 
success you are going to have in the effort you make to outline the cross- 
elements, to interpret national aspects of all that is involved* 

Young people, to whom all of this ia directed, are interested and are as 
you probably recognize, more conversive with what is going on these days 
than we were at their age. I get into some of these classrooms such 

as social problems, and they are talking about federal support and how it 
applies to our community, I aia quite amazed at the research they have done* 
1 have learned things from my own youngsters in this regard that have been 
most encouraging* At the same time there is that note of criticism and 
doubt that reflects their parents attitude because of the problema we face 
and the rejections we have had* If our main focus is going to be on 
children and youth, let's keep externally alert to their moods and what is 
be$t for them in the changing times in which we find ourdelves* 

I think sometimes we get so mired in the intricacies of maneuvering for 
funds, or in the administrative detail that we lose sight of our basic 
objectives* S6 1 would compliment you on your effort, whatever your 
t^d^t ton might be, to understand and hopefully to simplify the whole 



raethod so we can get results for children within the economlci political^ 
and social s^tructurc in which we operate in this country In spite of the 
tendency to go overboard with vocabulary in trying to cotnmunicate. 



Together we have to keep at it and try to do a better Job« 



Appendix 

1. Schedule of the Indirect Cost Workshop 

2. Indirect Cost Topics Assigned to the Workshop Speakers for Discussion 
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'cdiicsday , January I 7llr 
±:i±riirmti±ttt±t±timi 

9:30 Regislrallon 



Welcome and Orientation 

Dr. An hie Ihu hmilkr 
Deputy State Superintendent 
Slate of Wisconsin 

Dr. Emmvu SHngshy 
Assistant Superintendent 

I ederal Relations 
State of Illinois 

Coffee Break 

Problems of Federal Funded 
Indirect Costs from the 
SEA - LEA Viewpoint 

'^Michigan SUA Viewpoint'' 
A/r. Far I llopps 

Supervisor of Accounting Program 
State of Michigan 

"Illinois SEA Viewpoint'' 
Mr. Ronald RcgulwCP.A, 
Assistant Superintendent for 

Fiscal Management 
State of Illinois 

"LEA Viewpoint" 
Mr Fred R, Holt 
Superintendent of Public Schools 
Jancsville, Wisconsin 



Lunch (on your own) 

/indirect Costs- SEA - LEA 
from the Federal Viewpoint" 

Mr William (BiU) Giitel\\ 
Deputy Chief 

Office of Grant Administration 

Policy 
Wasliinglon. D.C* 

Panel Reaction 
Panel: 

Mr, Earl Hopps -Michigan 
Mr, Ray Horn -Ohio 
Mr. Ronald Regidy - Illinois 

Questions from the audience 



AGENDA 



2:45 Coffee Break 

3: 1 5 ''Wliat Makes a Successful Indirect 

Cost Plan from the SEA Viewpoint' 

Mr. Ronald Regtdy, CPA. 
Assistant Superintendent for 

Fiscal Management 
State of Illinois 

Questions from the audience 
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9:00 



10:00 



10:30 



12:00 
1:00 



^Methods of Orienting LEA's 
Concerning Federally Funded 
Indirect Cose Plans'' 

Mr, Earl Hopps 

Supervisor of Accounting Program 
State of Michigan 

Questions from the audience 

Coffee Break 

* Problems of Indirect Costs As 
Viewed by Centralized State 
Administrative Services^' 

MrDonHoll 

Coordinator of Federal-State 
Relations 

Wisconsin Department of 
Administration 
Madison, Wisconsin 

Panel Reaction 
P^nel: 

Mr. Earl Hopps Michigan 
Mr Ray Horn Ohio 
Mr. Ronald Reguly Illinois 

Questions from the audience 

Lunch (on your own) 

Summary of Workshop by Panel 



Mr. Wm. (Bill)Gately 
Mr. Earl Hopps 
Mr. Ray Horn 
Mr. Ronald Reguly 



Washington, D.C 

Michigan 

Ohio 

illinois 



2:30 Adjournment 
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Federally Funded - Indirect Costs SEA - LE A 

I am listing some points below which should be discussed by Mr. Hopps. Mr. Reaulv 
Mr. Holt and Mr. Gately in their speeches. These points are derived from the ^* 

i^r"? ''J''^^ Officials. This is not a comprehensive list baJ Merely 

some points that have come to my attention. 

1 am therefore requesting that each individual discuss the suggested points listed 
under his name. This is not meant to be a limitation of poinS discussed. 

Partial l ist of points suggested for Mr. Gately 

1. The original objectives of A-87 should be reviewed to see if they are being 
met and if they are worthwhile objectives. At one time these were given as: 

a. Establish uniform standards of allowability of reimbursement of over- 
head (Indirect) costs. 

b. identify the full costs of federal programs, both direct costs and 
indirect costs. 

c. Ensure that federal programs bear their fair share of the costs. 

d. Simplify Intergovernmental relations. 

2. Clarification of the "supplement and not supplant" provision Is needed. 
An Investigation of the ratifications of making the provision uniform for 
all federal programs for both the LEA's and SEA's is needed if a morasa 
of administrative detail is to be avoided, 

Partial list of points suggasted for Mr. Reguly 

1. The role of various divisions within an SEA in the preparation of plans 
£or the SEA and approval of LEA plans needs to be explored. It appears 
that some states are following a plan whereby one division is preparing 
the indirect cost allocation plan for the SEA and another division is 
approving piano for LEA' a. The recommended pattern of development within 
a state agency needs to be explored. 

2. How much staff is needed to instruct, confer and approve plans for LEA's? 
This question may need to be divided into two parts, to include staff 
for the Initial development period of approximately two to three years 
and staff for future years beyond that. 

3. What procedures must an LEA follow in obtaining approvals to utilize indirect 
cost rates against federal programs? 
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Partial list of points suggested for Mr. Itopps 



1* What steps ate necessary when reorganization Is Implemented which changes 
the application base to which the rates are applied In an SEA? 

2. When applying A-87 to State Departments, what criteria are developed In 
establishing cost centers which are applicable to organizational structures 
vs. functional activities as they relate to the following: 

a. Administrative general 

b. Administrative Grants 

c. Inter-governmental Administrative General 

3. The application of indirect cost rates can vary from the past funding of 
activities of a state department. What are the federal recommendations 
for easing or allowing a timely transition from a direct charge basis to 
an overhead method? 

4* What methods are suggested to be used to distribute costs in view of the 
crudeness of the act of cost accounting in government* 

5* Discuss the "roll forward" adjustment. 

6* What is the mandatory date for using indirect costs at the LEA level? 

7* Why are some LEA programs funded with a restricted rate while others 
carry their full share of indirect costs? 

8» What provisions are being incorporated in the revisions to Handbook II to 
facilitate the development of indirect coat rates for LEA's? 

,9. What phases of school activity are considered indirect cost pools? For 
instance, would an assistant superintendent for curriculum be a part of a 
direct cost pool or an indirect cost pool? Discuss^other central office 
operations « 

4Q. How would a situation where a part-time administrator in the business 
office and a part-time teacher be handled in an indirect cost rate? 

11. What is the significance of the term "district wide activity" in the area 
of central office administration? 

12* When a rate is a predetermined fixed rate and the rate based on actual 

costs would be lessi would there be some adjustment made for the difference? 
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Partial, l ist of points suggested for Mr. Holt 



The difficulties that LEA's are likely to encounter should be explored. 
Presutaably the preparation of one indirect cost allocation plan for a 
small school district will involve many difficulties in preparation 
and Justification before acceptance Is gained from the SEA. The type 
of help needed and available to LEA's should be explored. 

Explore the man hours expended to prepare an indirect cost plan in 
relation to the amount of return gained. Does indirect cost become 
feasible for the typical public school system? 



Robb L. Shanks 

Interstate Project Director 
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